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FOREWORD 
The development during the past two decades of 
budgetary control systems has .been of great value in the 
administration of large business enterprises, particularly 
when based on well-devised methods. Rapid growth has 
brought with it a steady trend toward an increasing com-
plexity of organization and toward more specialization of 
functions, and these bring about a greater necessity for 
continued development and refinement of means of admini-
strative control. Control involves three principal elements: 
forecasting of results; recording of results; and placement 
of responsibility for results. A retrospective system of 
control, from wluch all forecasting or planning is absent, 
is of little value. The first requisite of the control 
system is that it establish what should be as a measure of 
the correctness or efficiency of what is. Unless the manager 
and the executives know at all times how much the organiza-
tion and its various departments should be accomplishing, 
they can neither judge the d13gree of their success or failure 
from time to time, nor make :lntelligent plans for the future. 
Without knowing that costs a:t:>e excessive, they cannot reduce 
costs; without knowing what wastes exist they cannot eliminate 
them; and without knowing that efficiency of production is 
low they cannot increase it. The control system makes this 
knowledge available by means of standards of performance and 
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and standards of costs. These standards are derived from an 
analytical study of record::: of past performance and their 
use makes it possible to forecast the results of future 
operation with almost as great a degree of accuracy as can 
be attained in recording those of current performance. The 
control system thus becomes the most valuable tool of 
direction. 
In particular, proper coordination of departmental 
activities, to the end that the program of the company may 
be well balanced, is a matter which requires continuous 
attention. Systematic planning of the activities of the 
various departments, with t:~ese plans translated into terms 
of cost and revenues, furnishes data for the preparation of 
a company budget which in turn, permits executive scrutiny 
of performance in the light of prospective over-all results. 
Thus, the budget becomes an effective means of control of 
the enterprise and goes far toward insuring that all activi-
ties are properly coordinated and consistent, one with the 
other. 
Some definite form of planning (which in simple 
terms, is what "budgeting" means)' is necessary f'or the 
success of' any business venture, regardless of its size. 
The fundamental purpose of business budgeting is 
to find the most profitable course through which the efforts 
of the business may be directed and to aid management in 
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holding to that course. There are usually numerous 
directions which the business effort may take, numerous 
possible choice of methods of operation, and many possible 
combinations of business factors. For example: the 
physical volume may be increased or decreased; prices may 
be lowered or raised; a different combination of products 
may be made or sold - more or fewer lines; different pro-
portions of labor snd equipment may be employed; different 
marketing methods may be used; different credit terms may 
be offered; larger or smaller operating units may be 
established; and so on. Budgeting constitutes an orderly 
method of examining and appraising such possibilities, 
selecting the most promising progrffin, and assisting in its 
execution. 
As to the form of budget or planning procedure 
best adapted to meet the idea of continuous programming, 
there are varying ideas. In the main however, there are 
two general considerations - "long-term" and "short-term" 
planning. 
The line of demarcation between the two types 
may not be especially well defined; and of course the 
differentiation between them will tend to vary among 
different types of business enterprises. While the basic 
plan of budgeting is applicable to all types, the method 
of application varies. For example, in the case of a 
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company manufacturing steel railroad cars it is difficult 
to make immediate future plans because of the uncertainty 
of volume. such a company may have made bids on 1,000 cars; 
it may receive all or none of this business. In the latter 
case volume may consist only of some minor repair work. If 
a quarter-year is under consideration the volume may vary 
from ~100 ,000 to ~~1,000 ,000, depending upon the acceptance 
of bids. Here the plans for the immediate future must wait 
until the result of bids is known. For the longer period, 
however, the problems of such a company assume the norme.l 
pattern. It must consider the general outlook for the 
industry; the desirability of more or less capital invest-
ment; changes which should be made in plan facilities; the 
desirable pattern of asset and equity relationships; neces-
sary changes in sales, production, and engineering methods; 
and new product developments. These problems suggest the 
need of study and plans for the longer period. M1en volume 
is known for the immediate future detailed plans must be 
developed for the shorter term. 
At the other extreme is the manufacturing or 
trading concern which has a volume affected only by seasonal 
factors and by general business conditions. Here plans for 
the immediate future can be developed regularly and trans-
ls.ted into expected operating results. 
In general, "long-termtt planning may be described 
as comprising those processes which are necessary, first, 
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for reaching reasonable conclusions in respect of such 
matters as the fundamental, rational status of an industry 
in economic society and its average vol~une or growth con-
sistent with that status; and, second, for the development 
of progressive business policies in tune with such prospec-
tive economic and social trends. "Short-term" planning, on 
the other hand comprises those processes which are necessary 
for the determination and appraisal of the prospective 
changes, which are likely to be fleeting in character, in 
the business m lume in the periods iro ..mediately ahead md for 
the formation of plans and practices best adapted to adjust-
ing the particular business to these condi. ti ons. 
Under no budget philosophy, however, "long -termn 
or "short-term", v.tich is soundly conceived should programs 
be pr spared and then be forgotten, except for comparisons 
with actual results, until the time recurs for a new 
program to be outlined. A budget looks fb rward - not back-
wards. The true measure of tm degree of efficiency and 
economy with which work has been done can be obtained only 
through carefully devised unit cost methods - rel a ted to 
units of work actually performed rather than to units of 
work which it was f~ecast would be done. 
Planning for the future is more than the prepara-
tion of a budget undertaken as an mnual or a periodic job. 
It is a day-to-day operation, inseparable from management, 
and every department should continually have a forward view 
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of its operations and guide its present activities thereby. 
The preparation of a budget thus becomes in the main the 
periodic bringing together, correlation, and summarizing of 
programs lal:l out m d maintained currently by the different 
departments to provide an over-all view of the expected 
results of operation, and in the lig ht of this general view, 
the executives may either t::ppro ve the programs or ask that 
changes be made therein. 
A budget program must be conmdered as flexible and 
subject to continual readjustment. Also, when properly 
handled, there is no room for the idea expressed in such 
phrases as "keeping within the budget" or "beating the 
budgettt. The budget as provisionally approved must not 
limit the activities to projects then foreseen and budgeted. 
Nor should it be considered as ffithorizing the undertaking 
of projects or incurring expenses for operations which have 
been included but which might well be modified or deferred 
in the light of changing conditions. 
Purpose 
The purpose of this thesis is to describe the 
application of budgetary control to one field ••••.••• that 
of department stores. 
rt is true that there has been much written on 
budgetary concepts and it is also true that there has been 
much written on department store operations. As is to be 
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expected, the buyers and other merchandise men have written 
on merchandise budgeting; the plsnt managers have written on 
maintenance budgets and planning the improvements of the 
facilities; the personnel men have written about bettering 
employee-employer relations, incentive plm s and payroll 
budgeting; and the accountants have written on the many 
phases of their rork. As a result, while each of these 
fields is adequately presented as a part of the overall 
picture, no one has adequately tied these parts into the 
whole, shown their inter-relation, and shown how they 
assist each other in attaining the common goal. It's hoped 
that this paper will further this end. 
Method of Approach 
The first part of this thesis will discuss a 
distinction between the sales budget, distribution cost 
budget, production and operating cost budget, m d the 
financial budget. This general budgetary information is 
vaLuable in that it provides the ree.der with the necessary 
background needed for a full and complete appreciation and 
understanding of the problems involved in budgeting. 
It may seem to some that the best manner of 
approach to budgetary control in department stores is by 
describing the various persons involved md their respective 
functions. Perhaps an attempt at tracing the flow of 
merchandise from the receiving department to the customer 
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will have other ardent exponents. However, to the author 
the most advisable procedure is to show first the difference 
between the department stores and other fields of endeavor, 
secondly to draw up an organizational chart of a typical 
store, and thirdly to cl:J.mb upwards in this organizational 
chart looking about on each level and seeing what types of 
planning and budgeting are being engaged in. After these 
types of budgeting have been ascertained, a description of 
each is in order. 
14 
CHAPTER I 
IT:ITTRODUCTION 
Definition 
The business budget is a coordinated plan of 
financial action for a business enterprise. !Vi lliam Cornell 
says: 
To control any enterprise careful p lans must be 
laid for the future and those in ch a r g e held 
strictly accountable for the carrying out of 
those p l ans . This planning ~nd controlling 
o~ future activities is the basic principle of 
budgetary procedure.-:~ 
The idea of budgetary control has been defined by 
the N.r.c. B. as the assembling of information that may have 
an effect on the stated ensuing period, and the applying of 
the information to forecast trends and to formulate a pro-
grarn, and fin ally the using o.f the progrrun currently for 
measuring operations. ->H~ 
Budgetary control has been defined a s to its 
purpose by Rowland and Harr.-lHH~ They call it the tool of 
management, which is used to plan, carry out , and control 
~~- 3' p . 572 
~~·~~- 8 , p • 11 
-:HH:-11, p • 34 
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the operations of a business. The system establishes pre-
determined objectives, and enables the business to determine 
the need for modification of its plans when the occasion 
arises during the period, without waiting for the closing 
statements to be prepared at the end of the year, at which 
time it is too late to alter the company's position for the 
period just closed.~~ 
Another definition of the term appears helpful. 
Budgetary control in industry is a method of rationalization 
whereby estimates covering different periods of time are, by 
the study of statistical records and analytical research of 
all kinds, establimed for all and everything affecting the 
life of a business concern which it is possible to express 
in figures.-lH~ 
These established standards are constantly revised 
and checked for the periods determined, in the light of 
actual achievement:: with the double purpose of correcting 
-
the estimates, md of .initiating the investigation and 
correction of causes of ·discrepancies. 
Analyzing the above definitions, we may conclude 
the following: A budget is essentially a planned forecast 
of expected business operations for a definite period 
expressed in numerical terms in accordance vdth the account-
~:- 11, p.l 
~~~n 7, P .14 
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ing forms employed to read the operations of the enterprise. 
Budgetary control then becomes, briefly, the use of this 
instrument to direct business ope r ations. 
Historical Development of Budgeting 
Shortly after the turn of the century, leaders in 
the movement for better municipal government began a search 
for methods of reducing the amount of graft and improper use 
of public funds carried on by the irresponsible politicians. 
Attempts to reorganize municipal government so as 
to fix responsibility early led to the adoption of budget 
systems through which e xpenditures could be kept under 
control as well as within the limits of estimated revenues. 
A national association of municipal comptrollers and account-
ing officers was organized and gave imp etus to the movement. 
Among the states, the idea took hold around 1911, when the 
success of some cities in employing this control system 
became apparent, and by 1919 all states had some form of 
administration of public funds. The idea of a national 
budget for the United States Government received little 
support until President Taftrs commission on economy and 
efficiency was assigned the problem in 1912. That year, the 
committee submitted a report to Congress citing the need for 
a national budget. No action was taken, however, until 1921 
when the Budget and Accounting Act was passed, and the first 
National Budget relating to the fiscal year ending June 30, 
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1923, was sent to Congress for approval. 
In industry the budget was developed essentially 
following World War I. With the recession of the early 
1920's, many leaders in industry saw the need for some system 
of financial estimates md forecasts for a better control of 
all phases of business. It was realized that the budget 
practice of the governments, municipal, state, and national, 
could not be copied by industry. It would have to be more 
flexible than public funds to compensate for changing market 
conditions, supply of materials, fluctuations in customer 
orders and buying power. 
Thus it can be seen that the movement for better 
control of all business activities was gaining rapid 
momentum, as business interests realized the value of 
budgets for raising the efficiency of production and there-
by increasing profits. 
Len~th of the Budget 
To a considerable extent the budget must be based 
upon expected general conditions over which the individual 
concern has rio control; hence, it should be prepared only 
so far ahead as it is possible to make reasonable 
predictions. There can be no general rule as to the length 
of time. The budget must keep before the organization the 
definite objectives of the business, and it must be made 
far enough in advance that uncertainty is eliro~nated as to 
18 
the nature and extent of immediate operations. Usually the 
operating plans can be fairly definite for a period of three 
to six months in advance and can be tentatively determined 
for one year in advance. P lans for financing the capital 
expenditures must usually be developed for longer periods. 
McKinsey states that the length of the budget 
period is governed by such factors as: 
1. Length of merchandise turnover period. 
2. Length of production period. 
3. Method of financing employed. 
4. Market conditions. 
5. Adequacy and completeness of the data of 
past operations. 
6. Length of accounting period.* 
McKinsey further comments on the length of the budget period 
as follows: It is de sir able to make at least a general 
pro gram for one year in advance and to make subsidiary there-
to a more specific program for a month or a quarter. The 
latter program can be used as the basis for future planning. 
The yearly program can be revised monthly or quarterly as 
the changing conditions demand. In working out some of the 
pro grams of the busi.ness - for instance, the advertising 
progre.n1 - it may be necessary to make general plans for two 
or three years in advance. -:Hi-
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Advantages of Budgeting 
The following are a number of specific advantages 
of budgeting: 
1. one of the chief advantages of budgeting is 
that it tends to instill in the executives and their sub-
ordinates the habit of careful study before decision as to 
action. 
2. When planning is undertaken in ample time and 
on a regular schedule there is full opportunity to enlist the 
assistance of foremen, salesmen, branch managers, department 
heads, and all operating officials - major and minor. The 
final plans should represent the result of the consolidated 
judgment of the entire organization, thereby eliminating 
such bias or prejudice as frequently affects the judgment of 
individual groups. 
3. The budget serves as a means of establishing 
and declaring policies relative to such basic matters as 
the type of pro ducts to be made, distribution channels to 
be employed, selling methods to be used, types of customers 
to be sec"Llred, emphasis to be placed on research, and the 
general method and extent of operations. 
4. Variations in business profits result fully 
as much from changes in general economic conditions as from 
chaDges in competitive efficiency. There are frequently 
advance signals of these movements as related to a particular 
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business. These signals must be watched and the plans of 
the business must reflect courage or caution depending upon 
the expected trend of general business conditions. 
5. Before spending money it is well to give 
serious study to the amount which can be profitably spent, 
where it is to come from, just how it should be spent, and 
what results may reasonably be expected. The budgets present 
a balanced program which the company is able to follow. 
6. Business budgeting provides an important means 
of control over expenditures and operations. 
7. As plans are made and the responsibility for 
their execution delegated, weaknesses in organization will 
be revealed. Probably no management activity so quickly 
reveals weakness in organization as the procedure of 
systematic budgeting. 
8. Budgeting, which carefully plans the acti vi-
ties of a business well in advance , results in stabilizing 
the demand for labor and equipment. 
9. A searching inquiry in advance of every 
contemplated expenditure and reason therefor, extended to 
every function gnd department of the business, constitutes 
one of the most effective preventatives of waste. 
Benefits from Budgeting 
The budget principle is one of those fundamental 
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principles which cannot be applied without a host of 
collateral benefits following from it. 
A survey was conducted by Walter Raulastrauch who 
asked each company included in the survey: "What benefit 
has your company obtained from budgeting control? 11 The 
replies were surrrrnarized as follows: 
1. Budgetary control provides a basis for: 
a) administrative control 
b} direction of sales efforts 
c} control and planning of production to 
cover seasonal variations with a minimum 
disturbance of operations and employment. 
d) control of inventories and consequent 
avoidance of excess inventories 
e ) price setting before product goes into 
production 
f ) determination of financial requirements, 
arranging of bank loans, releasing of 
capital, m1d reduction of bank loans 
g) maintaining a satisfactory cash position 
h } ascertaining which persons in the comp any 
are the best managers 
i } control and reduction of expense 
j } control and reduction of costs. 
2. Coordinates: 
a} finances, sales and production 
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bJ plans of the various departments 
c) widespread activities of large comp anies. 
3. Affords a broader prospective of operating 
policies. 
4 . Presents a standard practice toward which to 
strive.~~-
Responsibility for Budget 
While the responsibility for the development and 
operation of the budget will vary in concerns for different 
size and type, the following general rules must apply if the 
budget is to reach its maximum effectiveness as a guiding, 
coordinating, and controlling factor:, 
1. The chief executive must assume ultimate 
responsibility for the development and enforcement of the 
budget. 
2. Some official directly responsible to the chief 
executive and coordinate in rank with the major functional 
executives must be placed in charge of the procedure for the 
development and enforcement of the budget. 
3. In so far as possible the entire orgruiization 
must be made to feel an interest in making the budget and a 
responsibility for its execution. 
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4. To receive from the budget comm.i ttee the e .sti-
mates as approved and transmit these to the departmental heads. 
~~-lo , p.234 
5. To receive periodic reports prepared by the 
operating departments or the accounting department showing 
the performance of each department during the budget period. 
6. To transmit periodic reports to the budget 
cornmi ttee showing a comparison between the estimated perform-
ance and the actual performance for the period for each 
department, and to make any recommendations with reference 
to revisions which he thinks necessary. 
7. To transmit to the departmental heads any 
revisions in the original estimates which have been made by 
the budget committee. 
8. To recommend to the president and to the budget 
committee any changes in the budget procedure which he may 
think necessa.ry5.· 
Once the budget is complete it should be passed by 
the chief executive or controlling committee to the board of 
directors for final adoption. By such presentation the 
chief executive says to his controlling body, in effect, 
that the position of the company and its possibilities for 
the future have been diligently studied and that the pro-
posed budget constitutes the most promising program in so 
far as it is possible to foresee future conditions. Un-
expected developments may arise which will alter the plans, 
but until they do, this will be the program. The adoption 
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of the budget by the board of directors should constitute 
an expression of satisfaction with the program if executed 
as planned. 
Accountant 's Responsibility in Budgeting 
J. Brooks Hechert has expressed very well the 
responsibilities of the accountant in the successful opera-
tion of the system of control. The accountant does not 
originate the budget nor lay down the policies of the con-
trol system; this is the duty of management . The accountant 
is in charge of the operation of the control system, its 
procedure and development . The account10mt prepares the 
necessary forms, schedules, and other reports connected with 
the budgetary procedure, making any suggestions or revisions 
that will improve them. It is his duty to supply all 
executives and officers of the company with an accurate 
analysis of past operations, assist in determining future 
policies, and aid in the interpretation of the data presented . 
Detailed policies and plans of management are transposed by 
the accountant into detailed budgetary requirements, and 
broken down into monthly, and weekly periods. He keeps the 
executives informed as to the execution of the budget, 
analyzes the variances between budgeted and actual results, 
and develops them as to their causes and effects. He 
initiates prompt revision of the budget when circumstances 
require it, and this maintains a well-coordinated program.-:~ 
-ll-4, p.22 
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Major Factors Used in Determination of Budg et Policy 
Before developing the detailed plans for the budg et 
period, questions of the basic policy must be settled. These 
questions relate to such factors as 
1. Products and services to be offered 
2. Fhysical volume of sales to be sought 
3. P rice policy 
4. Credit policy 
5. Nature and amount of sales effort 
6. Production methods 
7. Cap ital exp enditures 
8. Chang es in financial structure. 
Af t er deciding on the factors of major policy, the 
n ex t step is to consider the maj or factors used in deter-
mination of budget policy. These are: 
1. Capacity and Standard Volume - Capacity should 
be known in terms of units, for each type of , product to be 
p roduced, under a balanced opera ting condition. Standard 
volume i s generally fixed at a stated per cent of capacity, 
expressed in terms of units of output, and represents normal 
exp ectancy over a business cycle or protracted term. s tand-
ard volume is si gnificant in all budg etary controls in that 
it is a basis for determining the standard prices, costs, 
and profits which result from eliminating the effect of 
varying volume from year to year. 
2. Cost and Expense Factors - In budg etary 
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procedure three classes of costs are recognized: 
a) Variable expense - expense that varies in 
direct relation to volume. 
bJ Fixed expenses - expense that remains con-
stant at any range of volume produced 
within the existing capacity of the plant 
and equipment. 
c } Semi-variable expense - all other expense; 
usually controlled as a matter of policy 
than by volume. 
In manufacturing and operating departments the variable ex-
p ense is related to either p roduction labor, production hours, 
or units produced; while in commercial departments the 
variable expense is related to units sold or dollar sales. 
Production material and production labor are related to 
units produced, both i terns being treated as variable costs. 
3. Break-even Point - The break-even point 
obviously refers to the volume of s ales at which a concern 
would balance revenues and expenses under a g iven set of 
conditions. In budg et procedures the break-even poin t is 
referred to as so many units, or so much sales dollars, and 
also as the per cent of standard vol~une required to break 
even. 
4 . Return on Investment - In some concerns the 
return on investment and its resulting standard price at 
standard volume is one of the prime budget factors. The 
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procedure involves determining (a} cost of production and 
commerci al expen se per unit on a standard volume basis, and 
(b) the several investment factors on a standard volume basis. 
The relation of these two groups determines the markup over 
cost and commercial expense necessary to develop the standard 
price and the desired return at standard volume. 
Limitations of ihe Budget 
While the budget is one of the most useful tools 
of management, it is only a tool. The budget in itself can-
not control operations; at best, it is only a device by 
which management cru1 control •. As stated by Cornell - The 
term "budgetary control", as most business men will agree, 
is an unfortunate one. Budgets do not control. They do not 
take the place of executives nor can they ever be expected 
to do so, no matter what improvements are made in methods or 
procedure. Budgets are merely a tool of management, although 
a very valuable one. Too much must not be expected of them. 
Like any tool, their value to a considerable degree lies in 
the use made of them and in the ability of those using them.-:~ 
Budget Manual 
once the budget procedure is fully developed it 
should be reduced to standard instructions. These should 
take the form of a budget manual . Such a manual is necessary 
to maintain uniformity of budget practice and to enforce the 
-i~3' p. 596 
28 
budget program. Sinclair has the following to say about 
manuals : 
The maih purpose of the manual is to define the 
responsibilities ~nd limits of authority of each individual 
who is concerned with the budget, and also of the budg et 
commit tee or the agency which has the final responsibility 
of approving budget schedules. A further purpose is to 
show the manner of preparation of the various estimates and 
schedules. Inasmuch as a budg et manual is prepared for a 
p articular situation and therefore must deal with specific 
details of. procedure and practice.; the instructions it con-
tal ns will vary greatly in different organizations. In 
general, however, the following i terns are included: 
1. Statement as to purpose of budgeting. 
2. Results exp ected in budgeting. 
3. Length of budget period. 
4. Duties of major executives 
a) President 
b j General manager 
c) Controller 
d) Budget director 
5. Duties of operating executives -
a} Advertising manager 
b ) Financial officer 
c } Merchandise manager 
d} Office manager 
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·e) Plant engineer 
f) p·roduction manager 
g) Purchasing agent 
h) Sales manager 
6. Personnel for budget preparation and enforcement 
7. P·rep aration of the budgets -
a) Cash budget 
b} Estimated financial statements 
d} Sales budget 
d ) P'roduction budget 
eJ Materials budget 
f) Purchase budget 
g} Labor budget 
h} Manufacturing expense budget 
i } Selling exp ense budget 
j } Advertising budget 
k} IVIanageme nt expense budget 
1 } Flant e~uipment budget 
m) Retail merchandise budget 
8. Interdepartmental budget relations 
9 . Authority of budget committee -
aY App roval of budgets 
b ) Revision of budgets 
10. Dates for budget estimates and budget reports 
11. Procedur e for enforcing the budget.·~· 
~l-12' pp 333-334 
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CHAP'TER II 
SALES BUDGET 
How to Budget Sales - The sales budget, as a rule, should 
be rormulated berore the production, purchasing, and 
rinancial budgets since it is the roundation or the entire 
business budget. 
The r ollowing are a r ew points u.11derlying the 
preparation or the sales budget. 
1. Analysis or past sales perrormance. 
2. study or ractors indicative or trend or 
general business conditions. 
3. study or market potentialities. 
4. Consideration of the products or services 
to be o rrered. 
5. Consideration of t be prices to be set. 
6. Consideration or the agencies, channels, 
and methods to be used. 
7. Formulation of sales policies. 
8. Developroont or detailed sales plans. 
9. Establishment of sales standards and 
incentives. 
10. Development of methods or sales control. 
11 . Development or a program of selling costs.~:-
~~3' pp 581-586 
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In the development of a sales program sales and 
costs must be considered jointly. This point should be 
emphasized. The important point is not what has been sold 
or what can be sold, but rather what has been or what can be 
sold profitably. A study must be made of the interrelation-
ships of quantity, price, and cost to make and sell. A 
s ales analysis which is to be fruitful in its results 
requires a continuous relating of sales to costs in order 
that the sales program selected will be the most profi ta.ble 
one. This is particularly true of the relationships between 
sales and distribution costs. 
Analyz ing P ast Sales P erformance 
In the development of the sales budget the first 
step is usually a thorough analysis of past sales perform-
ance. What have been the sales, the cost to sell, and the 
resulting profits or losses? The answer to the question as 
to what can and should be done is not supp lied by a study 
of what has been done but it does afford a starting p oint 
rod usually supplies valu a.ble clues as to the direction in 
which further investigation should proceed. 
Sales Budget Related to General Business Conditions 
It is imperative that the sales budget be rels.ted 
to both internal and external factors. By internal factors, 
we mean those pertaining to the concern's own organization, 
personnel, and direction of sales effort. These are largely 
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revealed by the analysis of past sales performance as noted 
above. External factors are those pertaining to general 
business conditions, market potentialities, and competitive 
conditions. Although these are largely beyond the control 
of an individual company they are subject to fruitful study 
and analysis. They tend to indicate the overall sales 
potentialities. 
General Sales Policies 
After all the available data have been compiled 
genera~ sales policies must be established concerning any 
imp ortant changes in: 
1. Territories 
2. Cust omers 
3. Products and services 
4. Prices, terms, and price control 
5. Marketing agencies and channels 
6. Methods of selling and sales promotion 
7. Organization and management of the sales 
di vis:i.. on .~~ 
The temptation is always strong in sales manage-
ment to yield to temporary expediency rather than to adhere 
to definite policies. The benefit of strict adherence to 
p olicies often seems remote whereas the chance to get 
immediate orders is tempting. A company should always strive 
{:-12' pp 106-112 
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to p lace emphasis on the necessity of well-defined policies 
and their continuous enforcement. This does not mean that 
policies are not subject to change. Every business policy 
is continuously subject to any chang es that might improve 
its effectivenes s . 
Detailing of Sales Plans 
Detailed sales plans must be developed following 
the genera~ sales policies established. In order to be of 
practical use the final sales program must represent a 
comprorrdse between sales possibilities - as indicated by a 
study of external conditions- and the c ap acities of sales-
men and sales executives. The sales program must be 
adjusted to individua.l capacities. It is one thing to 
ascertain statistically what a territory should produce in 
sales volume and quite another to estimate what a given 
salesman or bran ch m811ager, if placed on that terri tory, 
will immediately produce. The training and development of 
personnel requires time; any weaknesses that arise must be 
corrected; often it is necessary to make temporary adjust-
ments. It is a rarity to find a sales organization operating 
as desired in every location. It is more difficult to 
stand ardize the operations of sales than those of production. 
In sa~es pl~~ning it is important to consider the 
perso nal element. An intimate knowledge of salesmen and 
sales executives must be fully appropriated. The relative 
importance of t hese factors in an individual concern larg ely 
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determines the precise method to be followed in formulating 
the final program. 
Relation of Sales Quotas t£ Sales Budgets 
The following connnents on the relation of sales 
quotas to sales budg et are by MacDonald: 
In some corrrp anie s the view prevai 1 s the.t sales 
quotas should be set low enough so that under 
oi•dinary circumst an ces they wi 11 be exceeded, on 
the ground that ttbeating the quo tan stimulates 
both salesmen and se.les executives. Accordingly 
quotas are sometime s set below the sales budget 
figures. Other managements, however, , object to 
the use of two sets of figures and insist that 
the sales which a re actually expected should 
represent the quotas given to the sales force.1~ 
Sales Estimates 
Sales estimates are used as a b~sis by other parts 
of the financial and ope rating program, therefore making it 
doubly important that too se estimates be made a s intelli-
gently and accurately as possible. This does not mean, 
however, that sales planning loses its value i~ the esti-
mates prove to be at v ari ance with the results. The 
preparation of a sales budget indicates t ha t the possibili-
t i es have been thoroughly c anvassed and the combined 
-l:-6' p . 65 
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intelligence of the organization utilized in formulating 
the best sales program for the exploitation of these 
possibilities . P lanning has made it possible to direct the 
sales effort in what was generally agreed upon as the most 
profitable channels, harmonizing the work of all divisions, 
and controllable expenditures have been made as p lanned. 
Even if performance does not equal expectation the results 
are presumably better than they would have been had n o 
effort been made to find the most profitable course and to 
direct operations accordingly. 
When the sales program cannot be executed as 
planned due to unforeseen a~d unexpected conditions, the 
plans must be promptly revised; otherwise they will not 
serve either as a basis for coordination or as a means of 
control of sales operations. It is particularly important 
that sales plans be sensitive to chang ed conditions since 
production , purchasing, and finance are l argely based upon 
sales plans. 
Writing out the Sales Budget 
The plans must be clearly, definitely, and 
completely recorded if the work of planning is to be effect-
ive. This applies to both the original plans and subsequent 
revisions . Specific advantages attained by reducing the 
sales program to a definite wr:L tten form are as follows: 
1. Errors, omissions, and conflicts in the work 
of plru1ning are revealed. 
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2. More careful formulation is required. 
3. The opportunity of evading responsibility 
is rerni\Jved. 
4 . The program is more likely to be carried out. 
The form which the written program is to take is 
determined by~ circumstances. So long as the statement 
is c l ear and complete, form is not particularly important. 
No matter how carefully designed a sales program 
is not self-operating. There must be a delineation of 
individual tasks and responsibilities and reasonable 
incentives to induce satisfactory performance. Throughout 
all levels of the sales organ.ization individual responsibili-
ties must be establi.shed. · This may extend to major 
executives , divisional and minor executives, and finally to 
individual salesmen and sales technicians. 
One of the cardinal advantages of budgeting is 
that every person knows his task, knows when and how it is 
to be performed , and can apply full effort toward its 
accomplishment. Uncertainty is removed and definiteness of 
re sponsi bill ty is established.~:-
It is necessary that a distinction be established 
between the sales budget and sales standards. The sales 
budget is an expression of what is actually expected in the 
way of sales effort, cost, and results and is used as a 
-ll-3, p . 594 
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basis for developing and coordinating the programs of 
purchasing, production, and finance. Sales standards 
constitute measures of quality of performance in relation 
to sales effort and results. 
Reports of Sales 
If the sales progrrun i s to be effective in enforc -
ing standards of sales performance, there must be provided 
an adequate system of reports. These reports should reveal 
promptly the actual sales performmce and any i mportant 
var·:tences between the actual, the program , and sales 
stand ards. Every effective sales report should contain the 
following inform a tion: 
1. The sales progrrun in detail and summary. 
2. Individual and composite sales standards. 
3. Actus~ sales in detail m.d summary. 
4. Variances between sales program and actual 
results together with causes of variances. 
5. Selling cost program. 
6. Selling cost standards. 
7. Actual selling costs. 
8 . Variances between cost program and sta.'Yldards 
together with causes of varian.ces. 
9 . standard sa.les-cost rel a tionship s. 
10. Actual sales-cost rela.tionships. 
11 . Informa tion perts.ining to prices, quality of 
service, balance of appropriat ions, etc.-l~-
-l:-9' p .1138 
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I 
P-RO DUCT 
A • • • • • • 
B. • • • • • 
c •••••• 
Total 
- ---
BUDGET REPORT OF MONTHLY SALES 
Territory - 1 Month of March 
QUANTITIES VALUES INCREASE 
-·-~· OR 
BUDGET ACTUAL BlJDGET ACTUAL DECREASE-l~ REMARKS 
f 
1,000 1,100 16,500 18,150 1,650 Increased Quantity 
800 800 16,500 18,000 1,500 Increased Price 
800 700 7 ,000 5 ,2f0 1, 750-l~ Smaller Quantity 
Higher P-rice 
2,600 2,600 40 ,ooo 41,400 1 ,400 
-- --· ~ - ---- -- -- - - --- -
Variations between orders actually received and program 
Illustration 
~ 
co 
Reports may be concerned with actual sales, orders 
received, shipments, or unfilled orders. Important data 
concerning sales deductions or cancellations should be 
included; and tbey may be expressed in terms of dollars, 
physical units of product and service, or units of effort 
used. 
Sales reports are not always effective in 
promoting sales control; particularly is this true of 
.regular weekly and monthly reports which me rely list the 
facts about salesmen, products, and territories. No action 
is motivated by a report of this type. A plan calling for 
the controller's department to prepare narrative reports 
calling at tent ion to particular situations requiring study 
and action is a far better plan. Such reports may 
supplement regular stati stical reports or may be larg ely a 
substitute for them. 
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DISTRIBUTION COST BlmGET 
Why Budget Distribution Costs 
Basic purposes of budgeting the distribution 
costs are : 
1. Coordination of sales effort with the sales, 
production, and financial program. 
2. Selection of the most profitable combination 
of distribution factors. 
3. Direction of sales effort into the most 
profitable channels. 
4. Control of distribution costs.~ 
According to Sinclair the distribution cost budget 
is necessary to:: 
1. Assist t re sales department in judging the 
desi rability of the s ales program as planned. 
2. Provide the sales dep artment with a knowledge 
of the probable cost of the s ales effort. 
3. Inform the budget committee of the financial 
requireme nts of the sales prog re.m a t the time 
the budgets are subm.itted.~H!-
Sal e s ?rogra~ and Distribution Cost 
The s a les and distribution cost budgets are inter-
r elated a~d interdependent. As mentioned previously the 
purpose of budgeting is to secure that combination of 
~} 9, p .1143 
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elements of selling effort which will, in the long run, 
produce the most profit. A very high level of sales 
volume, secured by exerted sales effort, is governed by the 
law of diminishing returns and a point would be eventually 
reached where the additional sales produced would not com-
pensate for the additional costs incurred. The selling cost 
might be reduced to such a low level that sales volume would 
fall to a: point at which no profit would result. Somewhere 
between such extremes lies the desirable amount of distri-
bution activity. This principle applies to individual 
classes of pro ducts, individual territories, and individual 
customer groups as well as to sales vo lum.e. 
The production and finance programs must be 
coordinated with the distribution cost budget. The selling 
effort must be of a type which will sell products which can 
be efficiently produced, particularly those in which the 
concern holds a competitive advantage. It is important that 
the program of selling effort must not exceed that which can 
be safely financed. 
Distribution Cost Factors Combined 
The problem of planning the distribution cost 
program would be comparatively simple if a concern were to 
sell only one product, at one price, to one class of 
customers, through one channel of distribution, by one sell-
ing method, and in a restricted territory. That is very 
rarely the case. As a rule there are numerous products, 
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varying prices , numerous classes of customers to whom sales 
caD be made, several channels of distribution, various sell-
ing methods, a considerable choice of territories, and many 
other variations. The problem is to find that combination 
of factors which wi 11 be most profit able in the face of all 
the possibilities. 
Control of Distribution Costs 
Distribution costs such as advertising, salesmen's 
salaries, and traveling expenses can be definitely controlled . 
Usually these items constitute the most important elements 
of distribution costs. Such items as delivery expense, 
commissions, collection expense, etc., vary to a great 
extent wi th either the money or physical volume of sales . 
With the decision of the sales .and distribution costs pro-
grrun, it is possible to control the amounts expended for the 
first class of costs. Specific appropriations and restric -
tion of exp enditures to the amount of such appropriations 
should be made. For costs of the second class which vary 
with actual sales volume certain relationships can be 
established and mainteined . By means of standards of 
performance control can s.lso be exercised over individual 
s ales operations and individual sales performance. 
Budgeting Distribution Costs 
Determining the major classifications and sub-
classifications through wlich the program is to be expressed 
is the first step in the development of the distribution 
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cost budget. For example, the cost budget may be set up, 
first, by products and then the costs of each product may 
be further classified by territories. Another possibility 
is to first classify costs by territories and then the cost 
of each territory furthe r cl assified by products. The 
internal organization, allocation of responsibility, and 
n ature of sales determine the c lassi fi cations to be employed. 
If , for examp le, one executive is primarily responsible for 
the prog ram of Product A, and his sales organization is 
more or less distinct from those handling other major pro-
ducts, it is logical to budget the costs of selling Product 
A as a separate dassification. 
Classifying the costs as to direct an d indirect 
is the second step . If, for example, the basic classifica-
tion is by products then all costs rel a ting directly to 
particular products constitute the direct costs and all 
others the indirect. If the direct costs of a particular 
product are further classified by territories, the direct 
terri tory costs a re those which can be related to individual 
territories, aDd the indirect are those which ca1 not be so 
related. For control purposes such a classification is 
valuable. The sales executive in ch arge of a particular 
product, channel of distr i bution, territory, or class of 
customers can be held di rectly responsible for only those 
costs over which he has direct control. 
There sho u ld be a d a ssific a tion of individual 
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cost items into charges which are variable, semivariable, or 
fixed- with respect to the dollar or physical volume of 
sales . 
Since the actual sales volwne will usually vary 
from the estimates, the variable and semivariable costs will 
likewise vary. Therefore, it is necessary for control 
purposes to know v..-hat the costs should be at the various 
actual se~es levels. This analysis should be extended to 
the ultimate cost classification employed. 
The next step consists of estimating the individual 
cost i terns in accordance with the clas si.fi cations developed 
in the previous step s. The best judgment of sales executives 
b as ed upon adequate analysis of past exp erienc e , external 
data, and cost end performance standards should be expressed 
in these estimates. Relative to local conditions the 
assistance and judgment of subordinates and field men should 
be enlisted . Finally , the estimates must be broken down by 
months or quarters. This breakdown is done for the purpose 
of gaining closer control over operations and to assist in 
predetermining financial requirements. 
Purpose of Distribution Cost Standar•ds 
P roviding a measure of perfoYmance and a basis for 
c o st control is the primary purpose of cost standards of any 
character. cost control is largely a matter of guesswork 
without a standard by wh i ch to measure performance; dependence 
is placed upon comparisons with previou s actual performance 
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or upon individual opinions as to what performence costs 
should be. 
Distribution costs standards are particularly use-
ful in determining sales and price policy and in developing 
the distribution cost prog ram. standards of satisfactory 
performance c~ot always be used as a basis for planning; 
however, gre ater use can be made of them in plaDning the 
cost program than in the c a.se of the sales prog ram. Since 
most of the eli stribution costs are highly controllable, with 
some supervision they can be held close to the standards set. 
·rn conclusion it may be said that it is impossible to plan 
the distribution cost program successfully without first 
directing considera.ble study to the development of distri-
buti on cost standards. 
Cost Budget Reports 
If the budg et is to be effective as a tool of 
control t he facts pertaining to its execution must be 
reported promptly to those responsible. Reports must be 
made to the general sales executives; to minor executives 
such as branch, district, and department heads; to 
flmctional executives such as warehouse, shipp ing , adver-
tising , and credit managers; and fin ally, to salesmen. 
Whi le the forms of the reports to be used must 
be adapted to individual situations the nature of the 
information to be reported may be outlined as follows: 
1. For veri able and semi va1•i able costs -
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a. Relationship of cost items to such volume 
factors as money volume, physical volume, 
number of orders, etc. 
b. Variations of relationships from standard. 
c. Causes of variations. 
d. Comparisons of actual costs and cost 
relationships with the corresponding data 
of prior periods. 
e. Appropriations , commitments, and balances 
remaining . 
2. For fixed c0sts -
a . Actual costs compared with the date. of 
prior periods. 
b. Relationships of a ctual costs to volume 
factors. 
c. Appropria.tions, subsequent revisions of 
appropri a tions, and actual charges. -l~· 
Such informa tion must be reported for individual 
products , territories, branches, departments, and salesmen. 
The information may be supplied for the current month, the 
year to date, or both. Comparisons of actual expense and 
relationships may be shown for previous periods or the 
same period of the previous year. 
-1~ 12, p .73 
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CHAPTER III 
PRODUCTI ON .AND OPERATING COST BUDGETS 
p roduction Budgeting Problem 
The budgeting of production cannot be done 
independently of sales and finance; the entire program must 
be coordinated. The pnduction dep artment, for example, may 
suggest the desirability of a g reater degree of standardiza-
tion of products - fewer styles, sizes, etc. But such 
elimination of items may have a distinct bearing on sales 
p lans. Again, the production department may desire to 
level out its program in order to utilize its facilities 
better and to provide regularity of employment. This may 
necessitate increased or redistributed sales effort, larger 
inventories, and greater financial demands. Therefore the 
problem is one of coordinating all factors i n the direction 
of t h e most effective utilization of the total resources 
available . 
The problem of budgeting production differs some-
what as between concerns which manufacture standard com-
modi ties for stock in antici p ation of sales demand and tho s e 
whi ch produc e to customer specifications upon receipt of 
orders. In the first case, the requirement is to have the 
goods available when orders are received; i n the latter case 
the requirement is to be prepared to produce goods p romptly 
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after the orders are received. The basic principles and 
methods are the same in both situations, but in the latter 
the plans c ennot be projected as far in the future as in 
the former , and more frequent revision is required. 
Why Budget Production? 
The production budge t serves as a tool of both 
coordination m d control. By its use the production program 
must be coordinated with the sales and finance programs , 
physical production synchronized with sales demands, plant 
ru1d inventory investment properly balanced, and production 
costs held to predetermined standards. It is fully as import-
ant to use the budget as a coordination device in production 
as in sales, and its use as a control device is even more 
important. Sales can never be completely controlled but 
production, production costs, inventor ies, and p l~nt 
extension are subject to very defini te control. 
Steus in Budgeting Production 
__..,__ 
Sinclair lists the following steps as necessary 
for a satisfactory plan of budgeting production:: 
1. Estimating the total volume to be produced 
in the budget period. 
2. Comparing the estimates of (l} with avail-
able plant capacity. 
3. Scheduling production by periods, as weeks 
or months. 
4. setting up budget control devices. 
5. Enforcing or modifying the estimates after 
they have been approved and put into effect. -ll-
Length of Production Budget Period 
Generally the production budget period should 
conform to the sales period; special circumstances, however, 
may dictate a larger or shorter period . Since sales can 
n ever be projected with absolute certe.inty, the production 
budg et period should be as short as is consistent wi th 
reasonable efficiency. For exrunple, in a case where g oods 
are being manufactured for stock for which no special equip-
ment is required, and if labor, materials, and supplies are 
readily available, the length of the production budget 
period may be comparatively short. If, on the other hand, 
models and patterns are being changed yearly, if annual 
equipment chang es are necessary, if yearly material con-
tre.cts ·must be placed, or if stability employment is a 
paramount factor, the period must be long er. 
It is common practice for many concerns, manu-
facturing for stock to prepare a tentative production 
program for one year with a definite budget for a shorter 
period -usually one to three months. No definite period 
can be set where goods are made to order; here the budgeting 
of production must be a continuous process . As orders are 
-:l-12, p .136 
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received they must be merged with the existing progra~ by a 
process or progressively dropping completed orders and 
adding new ones. Many concerns employ both methods since 
they produce for stock and to order. 
Quantities to be Produced 
Following the establishment of the sales program, 
there remains the problem of translating the sales budget 
into its detailed production requirements; the determination 
of how much of each i tern which is to be sold during the 
budget period must be produced in order to supply the 
customers and to provide adequate inventories. 
The quantities may be tentatively set for the full 
budget period as for example, the season or year, with more 
definite determination for a shorter period as, for example, 
the month or quarter. 
In computing the quantities to be produced it is 
necessary to decide upon the quantities which are to be in 
the inventory at the close of the production budget period~ 
This decision must be based on such factors as: 
l. Margin of safety necessary to insure proper 
service to customers. 
2. Necessary protection against material and 
labor shortage and labor trouble. 
3. Cost of maintaining inventories. 
4. Danger of obsolescence. 
5. Expected price trends. 
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6. Financial strength of company. 
Translation of Produc tion P rogrant into Costs 
Following the deve loping of the p roduction program 
in terms of physical quanti ties to be produced, manufactur -
ing operat ion s involved, and material , labor, and equipment 
required the entire program must be e xpressed i n terms of 
cost. In so far as practicabl e, standard costs should be 
established and the planned production transl ated into 
such costs in the following manner: 
-l<-6' p . 153 
1 . Direct material cost (varying with volume} 
a. At standard quanti ties. 
b. At standard or estimated pr•i ce s. 
2. Direct labor cost (varying with volume )t 
a. At standard hours . 
b . At standard or e stimated rates. 
3. Burden cost -
a . Variable with voll.une - at standard 
amounts or rates. 
b. Semi variable with voltune - at standard 
amounts or r ates for each voh.une bracket 
within the probable volume range . 
c. Fi x ed - at standard amounts to be charged 
to . production end rema.ining amounts to be 
charged to i dle cap a.ci ty. -1:-
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Standard Costs 
A distinction should be noted between the standard 
costs as applied to budgeting and those used in standard 
cost accom~ting . This is explained by Williams: 
The standards used in standard cost accounting 
are general in character; they may be defined as 
theoretic al costs representing either the normal 
or average cost which it is reasonable to expect 
in the concern in question, over a period of time 
sufficient to be representative, or a mo re or less 
ide al cost .·believed to be attainable. The 
standards used in budgeting , on the other hand, 
are spe cially made for each occasion; they may 
be defined as theoretical costs representing what 
the costs should be under the conditions under 
which they are incurred. They represent a standard 
specially ma.de for camp ari son with a particular 
co s t for a particular item as distinguished from 
a s tendard mate for comparison with the run of 
costs for eacb. item, as in standard cost accounting. 
In both cases stress is laid upon knowing the 
variation between actual and standard cost. This 
variation in the case of standard cost accounting 
shows the difference between what is and what 
should be under normal conditions, but does not 
necessarily mean tha t a variation on the wrong 
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side is remediable. The variation in the case 
of the budget also shows the difference between 
what is and what should be, but any variation 
on the wrong side presumably is remediable.-::-
Revising the Production Budget 
·while the production and production cost budgets 
should be rigidly maintained so long as conditions remain 
basically the same as those upon which the plans were formed 
they must be cap able of prompt a,djustment when circumstances 
alter these conditions. Revision is frequently necessitated 
by unexpected chang es in sales volume and prices, It will 
be found in actual practice that the work required as a 
foundation for production budgeting will greatly assist in 
making quick changes in the production program. Moreover, 
prompt reporting of variances between budgeted and actual 
re su_l t s will frequently serve as a t imely signal of needed 
revisi on. 
:MJtTERIALS BUDGET 
The material budget involves the planning of 
properly balanced inventories and a program of material 
pur chases , usage, and costs. Inventory planning must be 
extended to finished g oods , work in process, raw materials, 
and supplies. The sales budget and the measure of safety 
deemed necessary to satisfy customer demand determine the 
-:~13 
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quantities of finished g oods to be carried. After the sales 
budget is comp leted, these quaDtities can be established 
with reasonable certainty. The production program serves 
as a basis for the work in process, materials, and supplies 
budgets. Quanti ties must be adequate to suppor t t he 
production pro gram, to provi de for economical runs, and to 
avoid serious losses from delays. No class of inventory 
should result in excessive demands on investmen·t with 
attendant lo sses from taxes, insurance, storage , handling, 
obsolescence, etc. The p lan usually followed is to establish 
maximum and minimum lirni ts for individual i terns based on 
past exp erience and pla...nned future oper a tions. The results 
should then be closely checked by st andard rates of turnover. 
It is important to maintain a proper balance between the 
inventori e s of mater i al, work in process, and f inished goods . 
A well-b al anced i n ventory of partially f inished, or a s sembled 
goods whi ch can be quickly completed to meet sales demands, 
can fre quently reduce the tot a l investment in inventories. 
With the materials and supp lies inventory budgets 
established and with the estimate of material usag e shown in 
the production budget, it is possible to develop a program 
of physical quantit ies to be purchased . These purchases 
must then be translated into dollal" costs by using stendard 
prices or prices esti mated by purchasing executives. 
MacDonald s a.ys of t he materials budget:: 
The primary p urpose of the inventory, materials, 
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and purchase budgets is to insure there being a 
sufficient quantity of the necessary materials and 
supplies on hand at all times to meet the require-
ments of the production budget. Another, but 
secondary, purpose is to provide data upon Which 
the cash budget, the estimated profit and loss 
statement, and the estimated balance sheet may be 
prepared. Because of the important effect which 
material costs and inventories have on earnings, 
c ash position, and balance-sheet ratios, the 
inventory, materials, and purchase budgets are of 
special interest to the budget executive and to 
the management. 
Inventory is one of the principal items whi ch must 
be considered in any plan of budgetary control for 
a business which manufactures for stock or which 
keeps raw materials, work in process, or finished 
goods on hand. In fact, the i nventory budg et ranks 
in importance with the sales and financial budgets. 
Not only is the inventory schedule the master 
control plan upon which manufacturing and purchas-
ing operations are based, but on it depends to an 
important degree the financial situation of the 
company. Good inventory control, in a word, 
necessitates wide awake, progressive management , 
in which modern methods of budgetary control play 
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an essential part. -l~ 
steps in the effective budgeting of materials are 
given by Sinclair as follo ws: 
1. Estimating or determining the probable materials 
requirements for the forthcoming budget period. 
2. Constructing the materials budget for the 
budget per:to d. 
3. Establishing a procedure for the procurement, 
receipt, and storage of an adequate supply of 
materials. 
4. Pro vi ding an adequate materials control 
coordinated with production control. 
5. Establishing methods for comparison and check 
of materials budget schedules m d actual 
performance to provide information for enforc-
ing performance in harmony with the materials 
budget. -lH~ 
L.A.BOR BUDGET 
The labor budget consists of a detailed analysis 
of the labor operations and corresponding worker-hoUl~s 
required for the execution of the production budget. The 
functions of the labor budget are: 
1. To insure availability of required workers. 
2. To provide necessary data as to the cost of 
ol:- 6, pp 126-12'7 
-lH:-12, p .164 
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budget: 
planned production. 
3. To provide me a sures of labor performance and 
costs. 
Corn ell says the following concerning the labor 
The cost of labor is generally one of the largest 
items in manufacturing costs. It is necessary, 
therefore, that a careful estimate be made of the 
number and kind of workers requi red to produce the 
quantity of goods called for in the production 
estimate, and that the cost of such labor be 
fi gured as accurately as possible . As to who 
should g et out the labor estimate depends upon 
the plant in question and its org&~ization . In 
some concerns a planning section estimates labor 
requirements, in other concerns each foreme~ 
estimates his labor needs. In considering the 
labor budget, one thought should always be borne 
in mind. Labor is not a cormnodity that can be 
bought at a moment 's notice. A plant cannot expect 
to have an efficient working force if employment 
in that plmLt fluctuates to any great extent. 
Labor of the ri ght sort de sires permanency in 
their jobs. Far-sighted manufacturers retain 
their good workers by keeping production at as even 
a rate throughout the year as practical working 
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conditions permit. They know ~t skilled workers 
are not always available at a moment's notice. A 
labor budge t indicates to the p ersonnel department 
the labor requirements in advance and enables them 
to plan to have the vvorkers required on hand at 
the time they are needed. It tells the treasurer 
the probable· cash requirements for payroll purposes, 
thus aiding him in estimating and planning for 
disbursements. 
The labor budget should be estimated as accurately 
as possible and closely watched after it is put in 
operation. Weekly, and in some cases, d aily, check 
of actual performance against the estimate should 
be made for discrepancies maybe due to poor super-
vision, inefficient workers, faulty scheduling of 
work , or any one of a number of inefficiencies 
which should be recognized and corrected.-lt 
MANUF ACTURii\TG EXTENSE B1J"DGET 
Many · i terns of manufacturing exp ense vary in direct 
ratio to physical produc tion. This is true of many items of 
supplies. Other items vary wi t h production but not in direct 
ratio. This is frequently true of supervision. Many items 
reme.in the same, within limits, regardless of volume; as, for 
example, property taxes. rrhe first step in budgeting the 
·::·3' pp 589-590 
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manufacturing e xp ense is to classify all items. The classi-
fication must be extended to the expen se i terns of all service 
and producing departments. 
The variable costs of eacb. department should bear 
some constant or standard relationship to the production 
volume of the department and can be budg eted accordingly -
the volu111e being ascertained from the production budget. It 
is possible to estimate the fixed costs with reasonable 
accuracy. The semivariable costs must be estimated for each 
volume level falling within the range of probable actual 
physical vol1-1111e during the budg et period. The manufacturing 
exp ense budget will then consist of the va.ria.ble and semi-
variable costs justified by the budgeted production volume 
and the estimated fixed costs. Should the actual production 
volume vary from that budg eted it can readily be ascertained 
what the burden costs should be for such actual volume. Thls 
is an important factor in the control of costs. 
Me thods of preparing the manufacturing expense 
budget are suggested by the following statement: 
It is co~non practice to have the original 
manufacture expense budget estimates prepared by 
the co st or accounting department since this 
organization has available all the necessary data . 
The final budget figures, however, are arrived at 
in many diversified ways . Pr actice varies from that 
of having each department head who is in a position 
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to control expense submit an estimate of those 
expenses over which he has control (or approve the 
estimate of the account;ing department } to the other 
extreme whereby the acco"Lmting department, through 
the treasurer, secretary, or controller, has com-
plete authority in preparing and administrating 
the entire company budget. 
The budget procedure of c. G. Conn, Ltd., illus-
trates the first plan. It is the practice of this 
company tv have the cost department analyze all the 
expense accounts as to expenditures of the past 
year. From this analysis an average e xp ense p er 
accoun.ting p eriod is computed and sent to the fore-
man. They, i n turn, prepare an e stima.te of the 
exp ense necessary for the operations of their 
dep artments for the next period. The cost depart-
ment's analysis and the for eman 's estimates are 
then reviewed item for item in a conference of the 
factory manager, the superin tendent, the cost 
a ccountant, and the department for eman . In this 
cont'erence all contemplated changes for the next 
budget pe r iod are considered and a st andard expense 
schedule is set up which is to remain intact for 
the budg et period. 
Another plan for the admini stration and preparation 
of the manufacturing exp ense budget is shown in the 
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procedure used by Canada Dry Ginger Ale, Inc. 
The entire factory burden budget for all the plerlE 
of the comp any is prepared, administered, and 
controlled by the treasurer, s department. The 
three labor payroll budgets, direct labor, indirect 
labor, and supervision, are also prep ared and 
administered by the treasurerls department on 
information furnished by centre~ p roduction 
department . ~~ 
F1NANCIAL BUDGET 
Cash Budg et 
For each month or operating period, within the 
budg et period , a cash budg et should be prepared showing the 
following cash e stima.tes~ 
A. Opening balance 
B. Receipts from 
1} Regul ar op erations as budg eted 
2} Short-term borrowing s 
3 } Sale s o f i n ves t ments 
4 ) Sales of fixed p roperties 
5) Long -term f i n ancing 
c. Disbursements for 
1) Re gular operation s as budgeted 
2) Repayment of short-term borrowing s 
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3) Taxes 
4) Interest 
5 J Purchases of investmen ts 
6) Capital e xpenditures 
7J Retiremen t of long -term indebtedness 
8J Retirement of capital 
9) Contributions to sinking or other special funds 
10 } Special conting ent claims such as judgments, 
assessments, settlements , etc. 
D. Balance before eli vidends 
E . P robable dividend payments 
F . Balance af ter dividend payments.r.-
Where such cash budgets reveal a cash balance 
below the margin of safety deemed necessary , at the close of 
any p eriod, provision can be made in advence for securing the 
fund s , or ne cessary revisions made in the general budg et 
program before commitements are made. If excessive cash will 
be available p lans c an be made for its most profitable invest-
ment or utilization . 
The est imates must be expressive of the cash which 
is t o b e actually received or disbursed within each period. 
For exrunple, it is collections -not sal es - whi ch provide 
cash recei pts, and payments on acco1.-mt rather than purchases, 
whi ch require cash disbursements . Each item must be con-
sidered in r elation to the time of actual cash receipts or 
-l(-1 4' p . 144 
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disbursements . Due consideration must be g ivsn also to the 
fact that certain exp enses such as depreciation, depletion, 
and amortization of discount require no cash disbursements. 
In discussing the cash budget of a particul ar 
company La Rose wr i tes substantially as follows : 
I n this company the cash budget is completely 
coordinated with the budget of operations. Each 
operating budget i s subsequently adjusted separ a tely 
to a cash basi s for the ce.sh budget . For instance, 
under man1-lf acturing expe n se, d epreciation is 
entirely removed. Taxes also are remo ved and then 
put back for cash purposes, depending upon whe n they 
are paid. In sur an ce i s hmdled in the s ame manner. 
R0yal ties are taken out in full and then reentered 
by dates of payment. Bad debts are entirely re-
moved from administrative expenses. In short, all 
i terns enter the cash budget on a schedule of pre-
determined payments . -l~ 
The practice of the National Broadcasting Co. is 
described by MacDon ald. 
In this comp any a cash bud0 et is prepared once a 
month and covers a period of six month s in advance . 
starting with cash on hand, i n cluding marketable 
securities, at the beginning of the month , receipts 
from operations and any other cash income 
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anticipated are first estimated. To these amounts 
are added the :ttem " Loans t o R.C. A.'' cover:Lng any 
receipts of this nature whi c h it may be p lanned 
to secure from the parent company, the Radio 
Corporation of Ameri ca. The sum of these four 
i tems is total estinated cash receipts. From 
this total are deduc t ed e s t imated disbursements 
for operations , Federal taxes, c apital invest-
ments , repayments of loans; royalties and divi-
dends to the Radio Corporation of Amer i c a . The 
dif ference between "Total Re c eipt sn and 11To tal 
Disburs ement s" is the cash b alance which it is 
estimat ed will be on hand at the end of each 
month . If an ticipa. ted cash disburs ements exceed 
estimated receipt s indicated additional require-
ments are shown at the bottom of the form . -lt-
Finsnci 81 Summary 
A concern must no t only have avai l able adequate 
cash for its corx•ect needs but a lso with mai ntaining its 
general financial heal th. This c a.Yl be accomplished by pre -
paring a series of balance sheets pro jected as of the clo sing 
dates of the months or quarters falling with in the budget 
period. Suc h bal ance sheets shoul d then be tested by the 
usual financial ratios and relationships expres s ive of 
fin ancial health. 
-ll-6, p. 247 
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Fore c as t of Cash Receipts and Disbursemen ts 
January to ~/Iarch 19 
stimate d Receipts ~ 
Cash Sal es .••••• 
Collections f rom 
~ccounts 
Rece:Lvable • • • 
Intere s t I ncome . 
Mi sce l laneous 
Income •• ••••• 
)tal Recei p ts •.••• 
sti!llated 
Lsbursement s :: 
Accounts ?ayable 
? ayr o ll ••• •••••• 
Expenses •.•••••• 
d vertisi ng ••••• 
Interest Expen se 
F l8llt and 
Equipment ••••• 
Rep ayrnen t o f 
Bank Loan ••••• 
)tal Disbursements 
3timated Exces s of 
1sh Rece ipts o ver 
.sbursements .••••• 
3t imated - Balance 
~ginning of the 
)n tb .•••••••••••••• 
3timated Bal ne e 
1d of the Month ••• 
January February 
Budget ctual Budget Actual 
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March 
Budg et Actual 
---------------- ---~-----------~----------~-----------------------------------------
Method of Forecasting Cash 
Illustration 
The estimated balance sheet at the end of the 
budget period indicates the expected financial condition of 
the company as of that date. The condition so indicated is 
one of the general tests of the proposed operat:Lng and 
financi Bl programs. If the balance sheet indicates an un-
satisfactory situation, a review of the budget estimates may 
be desirable to determine possible revisions to produce 
more nearly satisfactory results . 
This study is facilitated by a comparison of the 
estimated balance sheet with the balance sheet at the 
hegin.11.ing of the period . The clifferences between these two 
balance sheets form the basis of an aly ses in detail of the 
effect of the budget estimates. 
Sinclair , i n discussing the esti mated balance 
sheet , wri tes :. 
The estimated balance sheet in a system of budgets 
is the st atement by which the results of the 
poli c ies of a business •. . are forecast for a 
determined future period of time. Both the 
ma11.agement and the investors • . • wish to be 
advised of the prospective financial status of 
their venture as at the end of certain future 
periods, such as the quarter •• • and the com-
pletion of the fiscal year. It has been demon-
strated in the p ractice o f numerous companies that 
i t is feasible to forecas t balance sheets with a 
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satisfactory degree of accuracy. The leng th of 
time for which the forecast is made depends 
primarily upon (1) the nature of the business 
which is being cs.rried on, and (2} the degree of 
accuracy which is desired in the estimates.~~ 
According to Sinclair the estimated income statement 
is the 11 final surmnary budge t". "The objective in forecasting 
p rofit and loss and in preparing an estimated profit and loss 
statement , 11 Sinclair writes, 11 is to p ro vide another tool for 
the benefit o f management , to present in a unified statement 
the ob j ective s evidenced by the various departmental budge ts, 
and to indi c at e the return which may be exp ected in the ••• 
concern for which the bud0 e t is prepared . "~H~ 
.. ;~ 12' p . 76 
->H:-12, pp 90-91 
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CHAPTER IV 
The Departm:mt Store - Its nature and organization 
Genus 
Before delving into the detai ls of any business 
it is usually necessary and desirable to explain first how 
the business fits into the economic picture and the prin-
ciples that underlie its operations. This may be easily 
accomplished by noting the similarities between the depart-
ment store and the manufacturer , whose operations are 
usually more fam:tliar to the unini iiated. Both in the short 
run require an investment of capital which , through necessity 
must f low into plant , personnel, and inventories. The manu-
facturer requires inven tories of raw and semi -finished 
materials, peo p le to transform these into fini shed p roduct, 
and a plant where these operations may be performed. The 
department store is no different; it must haye a place whe re . 
its merchsn di se can be sold, it must have the funds to pro cure 
the merchandise , and it must have the employees to handle both 
the sales and the behind -the-scenes activity. 
Differention 
There are two bro ad classific ations of merchandise -
basic and style . Basi c merchandi se tends to remain the same , 
with sli ght modific at ions, over the years, Chang es in the 
merchandise are more attributable to longer deliberation, 
longer life, better service , o r s ome other more tangible 
7.0 
cause then :is the case with style merchandise. The latter 
is subject to the "style-cycle" whi ch is more unpredictable 
and based upon the whims of human n ature to a much larger 
extent . The recent introduction of the "new look11 in women 's 
dre s ses attests to t he n atu re of the 11 style cyclen. 
'• here as basic merch2cndi se tends to h ave fairly 
level s ales throu0 hout the year , mos t style merchen di se has 
very wide se a sonal fluct1..1.ations in sales , and therefore must 
be ordered from the manufacturer in larger quantities during 
some periods t han during others . In so far as basic merchan-
dise goes, both the retailer and the manufacturer share the 
risk. Since it can be produced and sold fairly evenly 
thr ou ghout the year, production is mostly for stock . The 
manufacturer can reduce his :risk by reducing his inventorie s , 
and t he retailer can engage in 11 hand to mouth" buying to as 
g reat an extent as he thinks pre.ctical . 
s tyle merchandise presents a far different problem 
since it i s manufac tured mostly for or~er . Twice a year, as 
in the case of women ' s clothing , the manufacturers have their 
showing s and the buyers are invited to their showrooms where 
they cEtn witness fashion shows of the styles to be produced 
if the dem8Ild warrants. At the same t ime, orders a.re 
accep ted for delivery several months in the future, and the 
risks of style changes a re thereby transferred to the 
retailer . Not only mus t the retailer fear style fluctuations 
and shifting consumer t astes between the time he orders his 
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merchandise and the time that he expects to sell it, but he 
can never tell with absolute certainty that the initial 
chances oi' the buyer will appeal to his clientele. 
It i s in these style inventories that the inherent 
risk of the dep artmen t store lies, and it is to this 
inventory risk and his willingness to assume it that the 
retailer points with pride. 
Org anization 
The functional divisions of any dep artment store 
may be classified as merchandising, operating, publicity , 
and administrative. These four divisions are the ones 
presented in Chart I. 
The merchandising function is performed, to a 
great extent, at the dep artmente.l level by the buyers, who 
a.re responsible to the general merchan dise manager or his 
assistants . It is they who mus t train the sales force as 
well as purchase their merchandise . 
In the large store, the publicity departments are 
supervised by the sales promotion manager, usu ally an 
advertising man; in the small store, they most often fall 
under the direction o fthe merchandise rnan e.g er. In both 
situations they still embrace the same tasks of arranging 
the window displays, supervising the advertising , and 
p erforming the many rel a ted duties that are necessary both 
to withstand the pressure of comp eti tors and to forg e ahead 
in the field. 
72 
The controller's task is to supervise and direct 
the administrative dep artments in their execution of dynamic 
planning, a par t of whi ch is budgetary control; in the 
keeping of the accounting records ; in the determination of 
credit policies consist ent with the maintenance and en large -
men t of volume; and in the investig ation of the le g ality of 
t h e transactions with whi ch the store is concerned. After 
the merchandise has been ordered, it must be received; the 
order form and the procedural aspects of inventory receipt s 
control are shown in Chart II. It is the dut-y of the store 
manager and those under him to see that it is unpacked , 
mer ked with a retail price ticket, properly stored and 
easily accessible, and dis·tiributed to the departments as 
requisitioned. He is also re sponsible for the maintenance 
of the buildings, the training of the personnel (other than 
the sales force and hi ghly skilled talent), the v10rkrooms 
tha t alter and tailor the re ady-made clothing , the swi tch-
boar ds , the elevators, t he delivery de;., artments, and the 
other dep artments whi ch a.re not primarily s elling , publicity, 
or administrative in n a ture. 
A brief review of Chart I will point out more 
clearly the interrelation between these divisions and the 
ma jor fun ctions of each . It wi ll also point out what the 
au t hor consider s the three levels at which budg etary control 
is most i nvaluable and with whi ch this and the rest of the 
chap ters are concern ed. 
73 
General Merchandis e 
Managers 
As sistant 
M:erchandi se 
Managers 
I BO A R D 0 F D I R E C T 0 R S 
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Vi c e-President 
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-·---------+----------------------~--------------------------
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Store Manager 
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in cha.x•ge o f : 
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Deli very 
F l oor Space 
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Washro oms 
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DE PAR T M ENTS 
Buyers-Assistant Buyers - Salespeop le 
CHART I 
DEI) ARTMENT STORE ORGANI ZATION 
Level 3 
Level 2 
Level 1 
....:! 
~ 
1 ... 11 3: 
I ! > :::u 
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Po (") (") ""~ (I) p: Ill 0 At the time an order is placed with a ....... ~ 0 0 0 supplier, this blank is filled out in 1\) 
"' ~ ~ t:: triplicate. The three copies are 0 ~ .. c+-
:I: disposed of a s follows · I ~ H t'11 ~ ~ (") c:: l. Origi nal - transmitted t o the :I: I sel~er when the order is placed. • 0 2! ""1::1 ..... < This i s the only copy that do es • fR ~ ~ t'11"' not have th e extreme ri ght column (") 
0 =x:J c: (retail price ) filled in. t::t 
t:;l tn ... ~ 0 0 > t') t'l 2. Dup licate - this second copy is til sat""" r 0 
sent by the buyer to the receiving ij ::a 2: "' ~ ~ () ~ room where the inventory rec ei ved "i 0 0 0 0 may be checked off ag ai nst it, and 2: t5 =x:J ... I ~ o-i sny discrepancies noted . Since E5 0 toe a. L _j 0 ~ this dup l i cate carrie s both the iJ~ §! =x:J cost and the selling price of the ~ 0 > merchandise, it also pro vi des a o-i ~ needed check against the supplier's :::u (D Ill .. ~ 
-
en a 0 prici ng's and the ne cessary data for > rn 
2! al l price tags made up in the work-t"' n .• 
....... ing ro oms • 0 t:l ~ :::u ~ , 'tl 1\) 
3. Triplicate - this copy remains in 0 0 f;: z 'tl :::u ~ t: the hands of the buyer and -> o-i 5 e: facilitates his knowledg e of \A) rn inventories on hand and inventories z ~ z ~ 0 awai ting delivery (on order}. 
0 '1:1 ~ 0 
• ::a ::s 1-' 0 S' ~ t'l < n 
CHART II 
MERCHANDI SE ORDER FORM 
"'1 
CJ1 
UNIT CO NTROL , AN AID TO DEPARTMENTAL BUDGETING 
Need for Unit Control 
There is no more impoi'tant function in the 
departments of a store than the purchase of inventories. 
The responsibility for this task is delegated to the buyer 
of each department; Thi 8 exp lains the axiom that • • • 
ttNo depar tment can be stronger then its buyer, and a store 
is only a collection of departments.tt On his shoulders falls 
the task of determining what the customer wants, when he 
wen ts it, how much of it is vvante d , e.nd where it can be 
obtained. 
Although the buyer must be a competent person, it 
is obviously impossible for him to know the quantity of each 
item on hand, the quantity on order, and the past sales for 
each of several types of mer chandise from memory alone. Even 
disregarding changes in s tyle, there are changes among the 
different items as regards seasonality, sources of the 
merchandise end changes in its distribution, and many other 
factors on both the supp ly and demand size. It is necessary 
that the buyer have some form of written records that he can 
refer to and which will tell him the number of units of e ach 
i tem in sto ck , on order, and sold during past period; these 
written I'ecords are called t he unit stock conti'ol system. 
A simple form is pr esented in Chart III. 
It is invaluable to the buyer since it 8 haws the 
components of his inventory bystyles, color, size , etc., 
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those items which are not moving satisfactorily, and the 
best sellers. It is invaluable to management since it 
shows the inventory picture as a whole and whether the 
balance of inventories among the various departments is satis-
factory and in line with the optimum use of scarce working 
capital. 
Unit Control in the Past 
During the pas t quarter of a century, unit stock 
control has been an aid to better merchandising . It is the 
opinion of many retailers that unit control survived the 
gre at depression of the 1930's when all but the most neces-
sary expenses were eliminated, to a much greater extent than 
it survived the recent wartime prosperity. This was due to 
the inability of the stores to choose their merchandise and 
their ability to sell whatever they could obtain. The 
abandonment of unit stock controls has been described 
simply and effectively by an officer of t he National Retail 
G-oods Associ at ion as follows: 
They had been universally used in~l departments 
of the store for many years but, as scarcities 
developed, it finally came about that, with 
sellers dictating the conditions of sale and of 
deli very, the utility of the stock control systems 
dw:tndled to the vanishing point. The production 
and interpretation of these records became pre tty 
perfunctory since they had less and les s effect on 
CHAR'l' III 
UNIT STOC K CO NTROL SHEET 
Week Ending 2/5 2/12 2/19 2j26 
Sales (No . of Unit sj 40 30 27 43 
stock on Hand 112 82 55 112 
Stock on Order 100 (100 } 200 
---- -- -- -- - ··-- --- - - -
Order 
placed 
2/ 5 
arrives 
i n 
sto ck 
3/5 3/12 3/19 
46 41 9 
66 25 16 
3/26 
70 
1 
146 
(200} 
Order 
p laced 
3/5 
arrives 
in 
stock 
.....:] 
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actual merchandising . Their original function 
was to gLide t he buyer in ordel"'ing what his 
customers wanted, but when you couldn't get what 
you wanted and h ad to t ake what you could get, 
the reading of them , even , became decreasingly a 
he lp and increasingly an irritation. Moreover, 
they did not represent what the customers wanted 
any more since they also had to take what was on 
the racks and shelves. The record of what they 
took was no long er indicative of what they wanted 
and th erefore was unreli able a s a pur chasing 
guide .-l:· 
With the current reestablishment of t he buyer's 
market, many stores are faced with the momentus task of put -
ting back into use an effective control system end reeducat -
ing the buying staff in its use. 
The Work ing Room 
The use of the duplicate p urchase orders as a 
check against the invoices on incoming merchandise has been 
outlined previously. Since ti1. e fu p lic ate bears . the pertinent 
ini'ormations i'or the merchandise tags, it is also used by 
the working room where either a price tag or a s ticl{er is 
attached. This tag bears in code the name of the manufacturer 
(only in t he case of the more expensi ve g oods). The dep art-
ment for which it is destined, the month and season received 
~~15' p . 2 
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the shade and size where necessary, the retail price, and 
other relevant data. Nhen this has been completed, the 
merchandise is placed in stock and is ready for requisition. 
These transfers from the receiving rooms to the marking 
rooms, from the marking rooms to the stock rooms, and from 
the stock rooms to the customers should be accompanied by 
transfer slips for the more exp ensive merchandise; this 
will tend to discourage any theft, fix r esponsibility for 
any inventory shrinkage during the period, and encourage the 
quicker p rocessing of inventories. 
The Collection of Sales Data 
There are many ways in which unit sales may be 
recorded prior to its transfer to the unit control cards. 
Briefly, they a re the stub sys tern, the tally sys tem, the 
calculation of sales through the records of inventory s.-nd 
receip ts, and the tickler system . 
Under the first of these, the stub system, a part 
or the whole of the marking tag is removed from the merchan-
dise when it is so ld end p l aced in a little box. Initially , 
the inventory on hand must be determined by physical count 
while that on order may be determined from the appropriate 
records . The sales of each item c an be determined by 
me rely counting the number of s tubs in the box item by item. 
Its limi ta.tion is obvious; it would entail too much work if 
used wi th merchandise having a larg e volume and a low average 
price. 
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The tally system is the most useful for these items 
of a large volume and a lower average selling price. A tally 
is nothing more than a slip o f paper on whi ch is marke d the 
code number of each item sold a.l'J.d the selling pri ce. Its 
advantage is th at it may be readily scanned to see how the 
stock of any p a.rticular item is moving . 
The stock count, or inventory method, is based on 
the formula that the opening inven tory plus receipts minus 
closing i nventory equals the sales for t he p eriod. It is the 
method used by most chain stores and others who handle i terns 
very low in price andwhich sell i n great quantities an.d a re 
s tap le in character. 
Under the tickler system , a certain quantity of 
each item is stored in the reserve bin . As the other units 
are sold and it becomes necessary to draw on these reserves, 
re-orders are placed with supp liers. As this occurs, the 
amoun.t of unit sales clearly constitutes the difference 
between the reserve and · the initial su.pp ly. 
On these several alternate pPocedures , there is no 
"one and onlyu for e~l situations. Each has its advantages 
and its disadvantages. Different stores prefer different 
me thods. Often, several of these procedures may be emp loyed 
in the severa.l dep artments of the s ame store. However, all 
serve the same purpo s e of Pecording the sales data for trans-
fer to the unit control c aPds. 
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Other Functions of Unit Control 
One fact must be made clear . The function of the 
unit control sy stem that has been emphasized is the pu.rely 
historical, or stati s tic al , recording of inventory on hand , 
inventory-on-order, and inventory that has been sold. The 
compilation and presentation of this data as is shovm in 
Chart III has many more i mportant pur poses a...Yl d many more 
redeemine features. These include the follo wing: 
lJ Maintenance of a ba~anced and well assorted 
stock . The qualities on hand must satisfy 
customer's want s until more C8!1 be received 
and mus t not tie up more capital than is 
necessary. 
21 Spotting the quick mo ving me rchandise. Since 
unit control shows the units sold a...Yld the 
increases or decreases i n sales over time, 
stocks can be recorded quickly and the best 
sellers, with their high profit an d low mark-
downs, will be available to meet the denand . 
3 }' Spotting s low-moving mercha.Yld i se. 
4) Affirming or disaffirming t he buyer ' s j udgment. 
Unit control vvill point out the mistakes of the 
past to gether vvi th the successes. The success 
pattern will be accentua ted; the failures of 
the past wi ll be a constan.t reminder to the 
buyer as to what pitfalls must be avoided. 
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5) Since part of the classific at i on s of the unit 
control records may be by manufacturers (a.s is 
the case of ready to wear , c o smetics, or phono-
gr aphs,} it can po in t out t ho se sources of 
merchandi s e which have always produce d a profit . 
6) Training future buyers. Through his acquaint-
ance with unit control cards, the n ewcomer can 
le ar n t he sources of the merchandise, the new 
functions that have been introduced over t he 
years, and normal sales unde r different si tua-
tions and for different lines. 
7 ) To use with dollar p l8nn i ng and in determini ng 
"open to buy" . Fundamentally, thi s i nvolves the 
p r o j ection of the e xperiences of the p ast into 
p l anntng for t he future. This is without doubt 
the most important purpose of Q~it control, and 
one which will be discussed in more detail in 
the chapt er which follows. 
Classification 
There are no blanke t rules as to how the unit 
control records s houl d be arrange d; it is a matter of judgment 
end e.A."})e ri ence . These records should record more than the 
wants and desires of the cus tomers in the past . A good unit 
control should record not only customer preferences as 
between several roducts~ but as between several manufacturers 
of t h e s ame item and several models and styles of each 
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manufacturer . For some items it should refl ect the mat erial 
that the customer prefers it in or the pri ce rw..ge t hat 
evokes most enthusiasm. 
I n most dep s.rtments and for most i terns , there re 
at least tbree ques tions which should be answered by an 
effective system of unit stoc k contro l record. Brie f ly, 
they are as f ollows : 
l) What product s does the c us t omer d e sire? ~-lave 
we sold more men's hats thaD men's suits? A 
few years ago, this question might have been 
resolved ••• "Will the Americ an public buy 
televisi on sets or are they a bad gambl e?n 
2} What is the source of this product? 
3) Which of a certain manufac t urer's several 
styles is t h e mo s t popular? 
I n those instances wher e the store or the depart -
ment carries a very limi ted a sso rtment of any one item, unit 
sales may be often classified by product alone . This was the 
most p revalent pro cedure in the past before "brand competi -
tion" and br an d adver t isi ng had i t s heyday . It was t h en 
that the ovmer of t he store would ha ve t o advertise ••• 
"We carry l arge size shee tsn . It was th en that the u tility 
of the sever al types of one product , rather t han the manu-
f acturer , was t h e prime consideration . 
Where t he store or de 1artment has several sources 
f or t:te same merchandise which is often reque sted by nbrand 
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nsJne , " the unit control r e co rds shoul d show thi s. Sales 
shou ld be c lassif ied under both t he product and i:he several 
menu.fe.cturers of it. 
'Nhere t he a ssortment i nc l udes no t only severa l 
sources of ihe s p..me merchandise but al so several sty les for 
each manufact ~~er , sales should be recorded by item, 
manuf acturer, and styles . It should show whether t h e item 
sol d (as for example a radio) was an Eme r son or an RCA , and 
wheth er it was a table set, a portable , or a con s ole. 
Th e v a.ried nature of the merchandise handled wi t h 
each dep artment necessitates variations in the unit stock 
control set-up for t h e s e Hems an d the d at a that mus t b e 
reveal ed . Ther e is n o on e pa ttern wh i ch, when establi shed , 
wi ll be sat i sfactor y over l ong per i ods of t ime . New fashi on s, 
n ew sty le s , n ew i n vention s , n ew sou rces of merc h an dise , an d 
ever-g rowing c omp eti on are on ly a few of the many shifting 
f a ctors tha t affe ct t h e unit con tro l cl&ssific ati ons and 
create t h e need for their constant revision . 
Unit Con trol is On l y An Aid 
Unfort~mately, unit control i s not the sole deter-
minan t o.f success or fai lure in the department store field. 
In tbis resp ect it establishes itself as an aid to manag e-
men t r ather than a sub sti t u te for it. 
It is unfortunate t hat this fact has no t been made 
cle ar to many . Even Carl Fast, t h e i n dividual who p erfected 
the tickler system for u s e with unit con trol, found t hi s out . 
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In 1926, he adopted thi s system to fashion merchandise as 
well as stap les and in a short time was no longer in 
bus:tnes s . 
Imagination, experience, and g ood sound judgment 
are indi spens able to sound operations. Unit control c aDno t 
take t h eir plac e . 
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C:F-IAP TER V 
HERCHMIJDI SE PL_ .NrUNG .1\ND BUDGETI NG FROM THE UNIT ASPECT 
Merchandise P lanning and Budg eting - Departmental planning , 
that which tak es the ::_) lace a t level 1 on the organizational 
chart on page 74, is . l a r g ely mer chandise planning and 
budgeting which , in t urn may be simply defined as ttpurchase 
planning " or as follows: 
Merchandise planning and budg eting is an estimat e 
of future sale s and stock requirements for the 
purpose of guiding purchasing . A well defined 
purchasing program has t wo phases : firs t, t he 
contro l of financial investment , or the dolle~ 
merchandise plan; second , the control of physical 
unit s , or the uni t merchandise p len which de als 
wi th price l i nes, styles, size , and color s to be 
bought . -;:-
This chapter wi 1 1 be devoted to the p roblem of 
uni t merchandise p l annine; , what it entai ls, and the p arts 
that make up the whole. 
The Dep ar t r.J.en t al Sales E stimat e 
Fac t ors which i nfluen ce sales are of two types • • 
j_nternal and e x ternal. External factors are l argely b eyond 
the store 's contro l and embrace such thing s as wars and the 
shortages they entail, rationing , the business cycle, and 
-::-20' p .1 
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weather , a very great consideration in retail merchandising . 
Internal considerations are those which the store management 
can attempt to regulate, as a department 's advertising 
appropriations, an increase in or better trained personnel 
f or a depart ment , e nlarg eme n t of the d epartmen t, or its 
shift t o a mar e f avorable location within t h e sto re. Both 
the dep artme ntal forecast s m d the estimates of sales made 
by h igh management con sider internal and e x ternal factors , but 
t he r e i s a marked difference in emp h a sis . 'l1he decisions and 
for e cas t s o f the hi gher man ag ement aPe weighted largely by 
the busines s cycle a nd the overall pi cture of the country's 
e c onomy . The forec as ts of t h e dep artmental buyers g ive 
gre a ter wei ght to intern al f a c tors , which i s desirable and 
n ecessar y for several good reasons. They a re as follows . 
1) l though the overall activity of t..h.e economy 
may b e ei t her decreasing or inc:r'e a sing, sales of 
all i terns are not uniformly elastic or inelastic 
over the business cycle. I tems of durable 
n ature u su.ally suffer a more mar1r:ed deteriora-
tion (or increase) of sales than items that 
border on being necessities . Over the business 
cycle, the furniture department, for example, 
wi ll be subjected to greater variation in unit 
sales than a depart ment which handles items 
such as tooth paste . The d emand for the one 
is po stpon able; demmd fop the other is not. 
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Since the overall forecasts of the business 
ca.n..not possibly consider the nature of the 
many and varied products within the store, 
this must obviously be done by the depart-
men tal forecast. 
2} The buyer 1 s an individual who has a spe -
cialized and intensive knowledge of both 
demand and supp ly factors for a limited range 
of commodities. This is not meant to intimate 
that the merchandise mmager or the other 
members of the hierarchy are unfamiliar with 
these factors . It is meant to bring out the 
hL~an impossibility of one or several competent 
parties having the intimate and intensified 
knowledge of tbr ee or many more equally com-
petent parties. It attests to the benefits of 
specialization, so frequently discussed in 
manufacturing issues , to the department store 
field. 
Further difference between this departmental fore-
cast and t h e overall forecasts will be enlarged on in a later 
chapter. However, two factors should already be clear ••• 
First , that the departmental forecast deals with specific 
items or product lines ; second , th at the nature of the product 
itself is the main determinant of this sales forecast. 
Although the amount of sales and the purchases 
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planned will vary from product to product, there are certain 
rules which are closely f olJowed, and certain definitions 
whi ch are necessary to their understa.11.ding . 
The Ba sic Stock 
In the operations of any department in any store, 
there is a certain minimlrn inventory for each item permanent-
ly carried . This minim\00 level may be called the basic 
selection stock; it is that amount of stock which vall 
prevent sales from being lost. It has been defined as nThe 
smallest amount of stock that will offer any one customer an 
adequate selection a t the lowest sales period of the year." 
Men• s sui ts present a good e xample. By first 
assuming thatthe buyer desires to have in stock one suit of 
each of, s ay, 12 s{zes, the basic stock will t ot al 12 units. 
Pe rhap s the buyer will desire to have summer suits in two 
different materials • • • cot ton and gabardine . The basic 
stock vdll now total 24 suits. In a third instance, assume 
that he desires to have both single and double-breasted suits 
in stoc k ••• The basic stock must be expanded to 48 suits. 
In the final case, assume t hat the buyer feels that each 
customer should have at least thre e co lor s to choose from in 
each size, style and materials , The b asic selection stock 
mus t now equal 148 units. 
Although this example i s a drastic simplification 
of the problem, it is accurate in showing t he fundamental 
principle. In addition it points out the subjective factor 
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that must be re ckoned with. • the buyer ' s opinion as to 
what constitutes m adequate selection . The basic stock also 
dep ends on factors other than the buyer , among whi c h are the 
size of the store , the turnover that it can expect in the 
product line , the pressure of competition, and the normal 
expecting of the customer. 
To this basic stock is a dded wh a t may be called 
a 11 cushion11 • The resu ltan t may be called the theore tical low 
and is the level below vv hich the inventory should never fall. 
Thi s 11 cushionn is an emergency factor designed to mal-ce pro-
vision for a sudden spurt in sales, a more prolonged voh.une 
o f sales above expect ation s , or any lengthening of the 
del ivery p e riod . The theoretical low will be familiar to 
many a s the "nor mal stock" wh icb. is alway s on hand in certain 
i n dust r ial companies . 
Re -Order Re view Period and Deli very F er:to d 
It is necessary in the t ypical store for a stock 
clerk or a unit control clerk to examine the inventory records 
a t certain specific pe:r·iods . The reorder revi ew periods are 
designed to take cognizance of s tocks which are low . Certain 
items may be examined monthly; those items where the rate of 
sale is constantly chang ing must be exawinecl mo re frequently. 
It is essential that o ve r the short-run thi s reorder review 
pe riod be fixed an d l{nown for each of the various items or 
g rouping s of items i n the inventory. 
The delivery p eriod is the ti me that elapses from 
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t h e d a.y an order is p laced wi th the manufacturer until the 
goods are received, proce ssed , and re a dy for s a l e to the 
u ltimate consumer. Since t h e delivery period is subject to 
constant change, i t also bee~s close wat ching . 
The reorder review perio d and the delivery p eriod 
t o g eth er tot a l the buying period . It represents the maximum 
p e r i od neces s ary to rep lenish supplie s , since t h e reorder 
r e view p eriod is the l a.rgest pos sible time tha t can e l apse 
before needs can be discovered and the delivery period 
represents t h e time needed to fi ll these ne eds a ft er t hey 
have been discovered . Since opt imu.rn u se of vyorking c ap i tal 
deman ds th a t the i nflow of merchandise into the store, other 
t h i ng s being equal, shou ld approxima te the i nflow of the same 
g oods to the consumer, and is obvious that purc hases should 
be timed as far in adve~ce of s al es as the buying period . 
S tock to be Provided - "Op en-to-Buy" 
Since the theoretical low should never be sold, 
theoretical l y , i t may be en visioned as ttdi sp lay merchandis e " 
which, in the short - run, is most often fixed in amount and 
indep endent of ssJ.es volume. Abo ve and beyond t his theoreti -
cal low shoul d be stock s of merchandise , eithe r on hand or 
on order, to p rovide for' sales as far in advance as t he 
l e n g t h of t h e buying period . 
Although these forementioned rel a tionshi p s and 
definitions may ap p ear both confu sing and unre l a ted at first 
g lance, the y may be re8d i l y interwo v en as fo llows: 
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l} Stock to be p rovided eque...l s the units of 
"disp lay stock" (also called the theoretical 
low or the planned ending stock) plus the 
lLDits of s tock to be sold during the buying 
period (reorder review period and the delivery 
pe riod) • 
2 } s tock already provided is the sum of the units 
of mercbendise on hro. d an d the units already 
on order with suppliers. 
3} s tock to be ordered is the difference between 
t he units of stock to be provided (l above) 
and t hat al ready p r ovided (2 above ) . This is 
most often ref erred to as t h e 11 open-to-buy". 
The example that follows vvi 11 further clarify 
these princip les and po i n t out the highli ghts and the many 
aspe cts that must be considered in unit merchandise p lann ings. 
An Illustrativ e Example 
/ 
.A ssume tha t an i .tem has the following characteristics: 
Basic selection stock 20 tmi ts 
Cushion 10 units 
Reorde r revi ew period 1 week 
Delivery period 3 weeks 
Anticipat e d se.le s will be - 20 units per week 
From the formul a one csn arrive at the stock to be 
pro vided. 
Basic s elec t i on sto ck 20 units 
Cushion 10 units 
Theoretical low 30 units 
Sale s during reorder review period 
Sales during the delivery period 
(l week) 20 units 
(3 weeks)_§Q_units 
110 units 
The next assumption is that these 110 units are 
p resently on hend, as is shown in Chart IV which follows. 
Since there is equilibrium between stock to be provided and 
that alre ady on hend, nothing must be ordered at the "p resent 
p oint in time . 11 
However , one week hence 20 of these units will have 
been sold , nd 20 more must be reorder e d to make for equili-
brium. 
Two vveeks hence , 110 unit s will still have to be 
provi ded , '70 wi ll be on h and, end 20 will a lre ady be on 
order . It is necessary th8.t 20 more be I'eordered bringing 
t h e amoun t on order up to 40 unit s . Similarly 3 weeks hence 
anot her 20 mus t be ordered , as i s the c 2.se 4 weeks hence and 
every week i n to the futu.re so long as sales equa l 20 un:tts 
pe r week . 
Four weeks hence, only 30 1mits ( the t heoretical 
low) will be on hend. Any further sales would eat into this 
figure were it not tha t the first reorder of 20 units now is 
received in stock. From this point on, outg o equals inflow 
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and t he minimum stock , with i ts cushion, remains untou ched . 
MERCJf__p._:NDI SE PLAl'IT-TING AND BUDGETING FRO M THE DOLLAR ASPEC~ 
P·l~mning t he Sales in Doll ar s 
I n the b udgeti n g of future sal e s and p urchases , 
ther e ar e t wo me thods which c &~ be emp loye d . Since t h e 
future may be parti ally ant i c ipated from t h e pas t , it may 
be p laus i ble to p r o j e ct s al e s from the unit s tock c ontrol 
re c or ds i n to t h e f u t u re cmd t h en tren s l a te them into dollar 
fi gures . The d iffi cu lty is the cert ainty tha t the result 
will be g re a t er or les s t han t h e p l anned sal es fi gure d j oint -
l y by t h e bu yer s , merchandise managers , and o t h ers engaged i n 
f u t ure p l anni ng . 
The s econd appr o a ch i s the more p r actic al one . 
Sale s are p l anned f irs t fo r t h e s tore as a who l e t hen 
al l ocated among t h e several d ep ar t ments , aDd t hen t hos e 
mo r e di r e ctly concern ed with merchendise plann i ng a re 
entr u sted with t he cru c ial t a sk of exacting t h i s no r mal s a les 
e x::.; ectation fl~om t he buy i nc; public i n t h e mos t p rofit able 
maru1er . 
The I'tierch an di se Budget 
Char t V, wh ich fo l l o·ws , i s on e of t he many forms 
end var i ati on s o f t h e mer chandise budg et. I t has been 
p resen te d at t his poin t for t h e fo l lowin g re ason s ~ 
l) It po i n t s out t he f act t hat sal e s, p urcha ses , 
snd t h e othe r s e c t i ons are l a r g ely p l anned in 
adv anc e of op erations an d tha t these p l an s 
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must be constantly revi sed and adjusted as 
the season progresses . Hence the terms of 
11 adju sted plan" and 11 to date adjusted plann •. 
2} It serves to emphasize the four-fold cycle of 
planning, adjustin g these plans, recording the 
actual results, comparing these results with 
the original ru~d modified plans. These 
functions of dynamic and continual planning 
cannot be too strongly stressed. 
3) It provides an enumeration of several of the 
many considerations in dollar merchandise 
budgetin g in a manner which is to be followed 
in the succeeding pages . 
Retail Stock E . O.M . 
After future sales have been arrived at , it is 
necessary to enalyz e and plan the end-of-the-month retail 
stock composed of the basic se lection stock with its . cushion 
plus sales during the next reorder review period. This 
operating stock, as it may be called, i s planned first for 
the l owest point i n the season. The remaining months are 
bui lt around it. In arriving at a figure designed to 
represent normal expe c tations, not a g o al to be attained , t he 
expe r iences of pr evious years must be evaluated in the light 
of the markdowns associated with them, the results must be 
tempered with some j udgment of present conditions and the 
long-term trends and the net resul t properly placed in the 
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Cormnodi ty 
A • •• • • • • • ••• • 
B. • • • • • • • • • • • 
e . . . . . . . . . . . . 
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Merchandise Requirements Budget 
From to 
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Form for Merchandise Budget 
(From Sinclair, Budgeting} 
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Ret ail Purchases . /-
This term h a s no reference to orders pl-~ce-Q: .,:by-\he 
' buyers during the priod , but refers to the actual merchandise . 
received in stock during the month. The p l aDned fi gure for 
the s e retail purcha ses is derived by a dding ( or sub t r a cting) 
t h e ne t increase (or decrease) in t h e retail stock end-of-
month to the sales, mar k downs , and inventory shrinkag e during 
t h e four week p erio d. 
Stock - Sale s Ratio 
Each ye ar the Con troller's Congress of the National 
Re t ail Dry Go ods Associ ation publ ishes data derived from 
more than 350 stores of all sized throughout the country . 
Included in these f i gure s are averag es for the stock- sales 
r ati o or inventory turnover , thereby giving management an 
alternative to the continued u s e of aver ages derived from 
vvi thi n its own organization and a bench-mark ag ainst v1hich 
i t can comp are its own results . 
To a larg e extent, turnove r is controllable through 
the uni t merchandise procedure. Marg inal or pres t ige stocks 
an d slow-moving colors, sizes, and styl es can be e l iminated 
at the di s cretion of the buyer . A poor sele ction and an 
ag ing stock may also hamper turnover and can be elimi nated 
by subject i n g these stocks to p eriodic " b a sement sales . n 
Cost Purchases and Mark - up 
The definition of "co s t purchases" is a 
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controversial issue and depends on the treatment of the cash 
dis co u_YJ. t. Theoretically the cash discount is determ:Lned by 
the cost of the use of money for a month, the reduction of 
bad debt write - offs by better control of credit , and the 
lowering of collection costs. I n the retail trade the dis-
co~mts g ranted usually far exceed thi s ronount and are of 
extreme importance, as will be attested to by the insistence 
of the retailers that it be re-established in those lines 
where it existed p rior to the war . 
Some retailers feel that those invoices no t quoting 
a cash discount mus t be "loadedn to facilitate p lann i ng and 
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to buy all g oods on the same terms . The Controller's Cong ress, 
on the other hand expresses its p reference for eliminating 
llloadingll, at least so far as the acco~mting records are 
concerned, end expressing cost purchases a t the gross figure 
as follows: 
~~1 4 , p .l68 
Every a ttemp t within practical limi t ations was 
made to eliminate the nloadingn in cash discounts . 
11 Lo ading tt may be described as building up the 
gross i nvoice price to obtain a larger cash dis-
count than. would ordinarily be obtained. Loading 
may be done by the seller throug h an adjustment 
of the invoice c os t, but n ore often it is done 
by the store through a bookkeeping entry.~:-
The amount of cash di scouil ts, incl uding anticipa-
tion , is exp ressed as a percentage of the departmen t's net 
sales . Under the standard accounting procedure recommended 
by the Controller's Congress , cash discount (including 
anticipatio~) is a fact to be inc l~ded in computing c ross 
mar g in. It is not deducted from i n voice cost in computing 
cumulative markon.-;:-
~1 hen this preferable p rocedure is fo lJ.ow.ed,, the 
excess of retail purche.ses over cost purchases is known as 
me.rk - up, which is expressed in dollars . The ratio of this 
mt=tr k - up to the original reta.il amount is known as the 
mark-on . 
Markdowns 
'1.1he initial retail price should reflect the level 
at which the buyer feel s that sal es can be made readily to 
ustomers . ·15J'hen the mer chandise is so marked , it may or may 
not sell as quickly as anticipated. If it does sell accord-
i ng to anticipa tion, so much to the good; if it does not , 
markdowns may be in order t o clear the shelves, keep t he 
stock from agine;, and ma.ke working c apital avai l able for 
more profitab l e uses . Both chru1 g ing styl e facto rs ~~d 
violentl y fluctuating price str u ctu.Pes are causing increased 
maPkdown s a t the pi'esent time . The an swer to this problem 
is through more c arefv l buying, better balanced stocks , and 
specified delivery dates . 
-;:-14 , p .169 
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1i·-here heavy markdowns are taken, better selection 
and buying habit s a re called f or. i3h ere few are tak en , it 
mayor may not be favor able from the p rofit asp ect. The 
buyer may be do i ng a g ood job. On t he other hand , few mark-
downs may point ou t the unwillin gness of the buyer tc 
r ecogn:'Lze the much-needed markdown s and h i s attempt to k e ep 
his ctual fi gu r es close to hisp l snned . I n this i ns t ance , 
credi ting t h e buying publ ic with t he desire and the informa-
tion of the mar ke t to obt ain the de sired merchandi s e e lse-
where et a lower price , t h e turnover fi gures wi ll d oub tless 
suf fe r. 
Mar k downs are expressed as a p ercent ag e of ne t 
sal es and do not i n clude i n vento ry shrinkage, t he result of 
dishonesty , i naccuracy, or bo th. 
Gro ss Merchandise Ivia r g i n 
The l as t fi gur e to be p l anned i s t he g ro ss 
merchan dise margin, t h e excess of sales over t he cost of 
sales . The l atter includes the gros s invoice p r i ces of the 
me rchandise sol d and the workroom or alteration costs . 
p e rc entag e - wise , it is d ependent on t he ctunulati ve mark- on 
p ercentage, t he markdown p ercentag e, the sto ck shortag e 
percentag e, the wor kroom cost p ercent ag e, and the cash dis-
count pe rc entage as follows~ 
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Gross merchandise mar g i n p ercentag e - c1.-mmlati ve markon p ercent 
p l us 
cash di s count p ercent 
minus 
markdown p ercent p lus 
stock shortage p ercent, 
both deflated by the 
ctunulative markon percent 
and thereby reduced to 
co s t. 
and minus 
the wor k room c ost pe rcent 
As an exBmp le, asstune t hat the cumulative mar k -on pe rcent = 40 
cash discount percent = 5 
markdown percent = 7 
stock short ag e p ercent = 3 
workroom cost percent :.. 13 
Using the formula for the gross merchandise marg in 
and substituting the above fi gures, the fol lowing equation 
emerg e s: 
h d • . 40 %" Gro ss mere ffil lSe margln • 
l 3 15/ 
- ;o 
Gross merchandise mar gin = 26% 
5% - (7~ 3%) X (100% - 40%) -
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The gross merchandise p ercentag es are also p ublished 
annually for a representative sample of stores throughout the 
country. 
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C H.i\P TER VI 
THE 0\TERALL SLLES FORECAST 
Introduction 
In Char t I, three levels of forecasting were 
pointed out . The first level was c alled the departmental l evel 
and its forecast, the departmental forecast . In the ensuing 
pages it was shown to be concerned with a. limited category of 
merchandise , weighted largely by internal considerations 
rather than outside factors, and performed by t he buyers of 
the departments. 
The level t wo forecasts, arrived at j ointly by the 
buyers and the merchandise managers , is somewhat simil r in 
nature . It , too, is large ly a qu a l itative and subjective 
forecast, but wi th a wider range of vision . The emphasis is 
inter - departmental rather than i ntra- departmental . Its con-
cern is the store as a whole, and its attempts to g ear t h e 
many diversified depar tmental forecasts into one unified 
whole. 
Level three forecastins completes the triad s.nd 
endeavors to correlate the store ~~th the many other sections 
of the economy. I t recognizes the desire of the buyers and 
merchandise managers to inc re as e sal es, but po ses the question 
• • • ttwill the buying power of our customers be sufficient 
to warr ant this enthusiasm". 
The P rincinle of Macroeconomics 
~ . -
It is recognized by both busine ssmen and profe ssional 
economists alike that the level of the total economy de ter -
mines to a.l'l import ant extent , the level of the parts. The 
basis of this p rincip le of macroeconomi c s is mos t plausible 
when one observes that t he customers of any department store 
receive their i n come from manufacturing , retai ling, render-
ing personal services, who l esal ing , and many other for ms of 
ac ti vi ty . iJhen these are i n a downswing it is only natural 
that department store sales , de pen den t on the wages and 
p ro fit s that these industries pay out, will also decline. 
This symp athy in movement between s t o re ss.le s and other 
factors in t he economy is i nvaluable i n forecasting the 
level of over-all sales , and the method of multip le corre l a -
ti on emp loyed will be outlined in brief form. 
Multip le Correlation 
The s t eps i nvo lved in this process o f market 
m'lal ysi s are few and require little technical b ackground for 
their app l i cation. 
l) The e lement to be foreca st - In s ome i ndus tries, 
forecas t s mus"t be made sep ar _tely for durable 
and non- durable go ods. This was the case in 
1 945 when, with the terminati on of t he war , 
the bscklog of pent - up demand for durables was 
exp ecially acute . In the department store, it 
i s mually p erformed for the over- all s ale s 
expe ctations s inc e the range ( end t h e diversity) 
of the mercha.l'ldise is great. 
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2) Selection of related factors - Over the years , 
the level of department store s ales has tended 
to vary proportionat ely with the level of 
disposable personal income . These two factors 
have been plotted against each other in Chart 
VI. 
Each month the United 3tates Department of 
Commerce publishes cert ain data for the past 
month in t he Survey of Current Business . 
Included is information on Gross l'!ational 
product~ the tot al output of the economy in 
dollar terms, and the types of expenditure 
g ener a ting it • government purchases of 
goods and services, personal consumption 
expenditures, g r oss private domestic invest-
ment , ruld net foreign investment . It is those 
expenditures which , in tu1~, when reduced by 
income tax liabili ty thereon, produces dispos-
able personal income. 
3) Nature of the relationship - During the years 
1929 - 41, there was a tendency for department 
store sales to change 8~% with every 10% change 
in disposable inco me . Si n ce it is pos s ible to 
forecast th:ts disposable income with a certain 
degree of a ccuracy, it follows that department 
store sales can also be foretold. 
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4} Continuity in the rel etionship - The correl a -
tion in Chart VI end its line of regression 
is based largely on 1 3 years (1929 -41 ) . 
Before 1929 there was no reliable data on dis -
posabl e personal income; obviously the war 
year s e.nd the years of reconversion and 
ad justment to a peacetime economy cannot be 
g iven much weight either . 
It remains to be seen whether the exp erience 
of these 13 years will exist in the future . 
There a r e some who feel t hat a g re ater portion 
of national i ncome will be saved in the future, 
as has been witnessed by the tremendous increase 
in life insurance . other s feel that the lar ·e 
s tudies of the govern .. ment in changing t h e 
distribution of the nati ona.l i n come through 
progressive income tax es, e s t ate taxes , and 
gift t :::txes wi ll diminish future savings . Make 
new customers of those formerly at the sub-
sistence level, and inc rease the demand for 
department store merchandise . Others feel that 
the government 's contr'ol over credi t po licies 
will have a substantial affect on future sales. 
There a r e still others who f ee l that :perhap s 
107 
the growth of unemplo~nent i nsurru1ce, the unions, 
o l d age p ension plans , and gover·nment subsidies 
- v 
will maintain sales and consumer buying power 
when national income is falling. 
The Individual Store 
The value of correl ation analysis lies in 
projecting personal disposable income forward ru~d allocat-
ing the total resultant among the individual stores on the 
basis of pas t relationships. Its critics will accept the 
possibi lities of this forward projection; they feel, however, 
that since the competitive position of any one store is con-
tinus.lly changing, the 11 share of t he market" that may be 
allocated to any individual department store must also chang e. 
They further a~gue that it may be useful for the larger stores 
but not the smaller since, as even the Bureau of Internal 
Revenue will concede, the smaller business U.Di ts are subject 
to greater cyclical fluctuations in volume and profits than 
their l arger brothers. 
Th~re is some merit in these arguments. It must 
be stressed that the forecast involved is short-run i n 
nature and for a shorter period (6 months)' than the business 
cycle. secondly , as regards competition , there is a tendency 
over this short -run period for any one store's "share of the 
market 1t to remain constant. 'l'he argument and principle of 
correlation analys i s and its value in forecasting can be 
summ.a.rized by the follow i ng excerpt from an address by 
l"- · D. Dahlberg, President of the United States Economics 
Corporation, before the Sma.ll s tores Clinic of the Illinois 
10:'9 
Federation of Retai 1 Associations~ 
Other studies whi ch we have made show that the 
fraction of iricome which consumer s tend to spend 
in other types of retail stores ••• different 
as th · .t fr a ction may be as between types of 
stores , is very const ~1t and stable over the time. 
Even the fraction of income spent in specific 
stores ••• such as Woolworth's, J . C. P enney's 
P..nd Macy 1 s is fairly constant. If you had the 
fi gures avai lable to you, I am sure that you 
would find tha t over the years as income sw~L~g 
u p and down in Illinois the portion of income 
which the p eople of the state spent at, for 
example, Marshal l Field's or Carson Pirie Scott, 
or t he Block and Kuhl group , or the Fair, was very 
stable ~:md const an t. If this is so . • • namely 
tha t the amou..11.t of' money span t over store counters 
by Illinoi s Consumers is ri g orously related to 
their fluctuating inco me, then obviously if he 
know s in 8.dvsnce what the income of the peop le in 
the are a i s g oing to be, say six months ahead, one 
vv.aul d. p ossess a help ful clue to how many doll ars 
consumers would tend to spend during the same six 
mon th p eriod i n , say ~ the depar t ment stores, the 
drug stores, and the variety stores of Chi cago . -l~ 
-!H6 , p . ll 
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EXPENSE BUDGETI NG AND CONTROL 
current I mportance 
The last type of budg eting to be examined, although 
equally important to efficient managemen t as any other s , is 
expense budg eting and control. It is rather unusual that in 
most paper s it is the last to b e discussed, but, in this 
inst~mc e, it parallels the thinking of most ret ailers. The 
attitude has remained for a long t .ime t hat merchandis e 
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p l anni n g wi l l make or break the store and that the examination 
and contro l of op erating exp en ses were of secondary i mportance. 
current ly this a ttitude of mi nd is being dispelled ., 
The shift of empha s is to expens e budgetine mi ght 
be a long -term trend . Incre ased i nfonn at ion a bou t me rchandise 
pri ces an d sources among the tr ade , coup led wi th increased 
consumer p l anning and r e -emphasized e xpense considerati ons 
to some degr ee . The p erceptible reasons for its current 
importance are expr essed i n t he following: 
As predicted, the g ro ss margin percen t again receded, 
c ontinu ing its downward p ro gression for the fifth 
year, thoug h t he exten t of the dec line in 1947 was 
only about one - third a s great as in 1946. The 
impac t ori g ro ss marg i n in 19 47 of t he significantly 
higher r etai l reduc tions, p rincipally markdowns , 
was s oftened by a s li ght advan.c e in initi al markon . 
It was n o t so much the lower g ross margin, howe ver , 
as it was the higher tot al exp ense that did the d a -
mag e to net profits. Dollars of exp ense outlay 
mounted at more than twice the rate at which 
dollars of s ales income were augmented , and the 
consequent ri se of 2% in the rati o of expense to 
sales wa s the shar pes t advan c e tha t has been 
recorded since the depression y e ar of 1 932 . 
The refore , operating p rofit s , cav.ght between the 
descending bl a de of gross marQin and the rising 
blade of tot 8l expense were trirnn1ed down 
pe rc en.tagewis e for the t h ird ye a r."l(-
Fixed v s Variable EJ,..rpense s 
The first thing to be done in efficient ex:;)ense 
budgeting is t o examine the expense accounts and to segregate 
them i nto fixed . and variable. Fixed exp enses a re those which 
.I 
c211no t be ch anged by management either a t t he presen t po i nt 
in time or in the imrnediate future: such items as deprecia-
tion ( a recovery of a ·n sunkn cos t of some pas t period} , rent 
(set by a..Yl external force so f ar as the s tore is concern ed), 
ar1d amortiz a ti on of organizat i on expense (i f still i n the 
books) all fal1 wi t hin thi s c l assi f ication . Vari able 
I 
exy..: enses are those which can be eliminated more readily or 
curtailed, and 'include adver ti sing , supp lies, communicati on , 
' 
ma jor improvement s ~ and payroll and services pur chased. 
After the se natural classifications hav e been 
~~1 8 ' p . 1 
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examined, the expense accounts should be assigned function -
ally to those responsible for their incurrence . This 
decentralization of responsibility and exp en se budget 
control is extremely effective in creating a cost-conscious 
organization. Each position in the organization should have 
a job specification assoc iate d-with it . This s pecif i cation 
should outline t he duties that the position embraces, the 
quali fications of the person filling it, and the training 
tha t the position 's possessor must h~ve undergone. It is 
only sensible t hat the expense accounts should be allocated 
among the executives in such a way that each receives those 
ex;; ense accounts to administer v.h ich by nature of his past 
experience ru1d training , he is best qualified to control . 
T~erefore, an examin a tion of the r'job specifications' of 
the organization VJi ll ind icate the proper expense 
responsibilities. 
The P r~cess of EA~ense Bldgeting 
p_ft er the leve l of future sales has been deteT'mined , 
it is n ecessary to forecast the level of expenses whi ch will 
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3 0 hand-in hand with it . It is the controller's responsibility 
t o disseminate past sales and exp ense i nfo rmation to every 
person involved in expense budO'eting and control, to ge ther 
•Ni th a budge t f or m, notice of recent p olicy changes that may 
affect future expenses, a.nd the request that the an tic ip ated 
expenses be estimated and the · estimates submitted to him . 
These es t imates wi ll be closely examined by the higher 
me..nagement and a final figure arr ived at . 
As the , season progresses, it is essential th a t the 
expens e d a ta be reviewed each time that the sale s e stimate 
is changed . In 0ne of the l arger stores i n Chicago, 
expenses were subjected to daily review . Each day , a report 
is issued for the pre ceding day , g ivinN t he daily and mon t h -
ly purchases as compar ed to the budget; t r an.s actions , gros s 
sal es ru~ d returned goods comparisons; help report showing 
the number of persons working in every sect i on by classifi c a -
tion and a comparison with l as t year 1 s figures; e-=.11.d a report 
showing the aver'ag e number of trru1.sactions and dollar volume 
of sale s h e ndled by e ch s a le s p erson compare d with l as t 
year ' s figures . 
Sc ienti fi c .1a..ne.gement 
There 'are three methods of con ti'olling and reducing 
exp ense s whi ch are worthy of commen t . The firs t t wo o f t hese , 
de cen tralization of exp ense r esponsibility and t h e wider use 
of statis tical informa tion in ''d~ynami c p l anning 11 have alre ady 
gained wide-spread e.ccep tance . The third has greater 
po ten ti alities th an any other me thod . 
Since 'payroll expenses average anywhere fro m 50 ?b 
to 60% o f the to tal ex1:; enses of the t ypical department s tore, 
it can only be ex p ec t ed that t h e store g etting the most for 
its payr oll dolla.r wi ll be a t a competitive adv an t ag e. The 
p rin cip l e , not as c ut t ing sal ai' i es, but of increasing p ro-
ductivi ty per worker, is known as s cien tifi c management . 
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It was i n troduced into factory operations in the latter part 
of t he 19th cen t * ry and c aught ho l d in the earlier part of 
the 20th . It is only recently , however , tha t many stores 
have attempte d t o employ it i n their in t ern al operations 
I 
a11.d f om1.d th e result s so advantageous t hat many have hired 
industrial engineers as thei r permanent staff and en c our aged 
t hem to i n trodu ce s tandard s where soever possible . 
Thus far, di rect sel l ing exp enses end cleric al 
expenses have r e cei v ed the mos t a tten tion . When the expe c ted 
se.l es of a11.y d ep:al"tmen t i s budgeted, doll ar sale s , the number 
of exp ect e d t r an'sactions, en d t he number of sales pe rsons 
divide d by the number of s al es peop le in t e rm s of work 1Neeks, 
in t..m i ts . It mqst al so be budge ted in terms of t h e average 
doll ar sales p er worke r . 
"' imil arly cl e ric a l p roduc t ivity can be exp ressed 
in t erms of postings per clerk , bi llings p er clerk , cash 
transactions h andl ed p er c l erk, or s ome other measure . By 
g e 8.ring t he vvages paid to this measure of p r oducti vity the 
s t o re m&nag ement will a rrive a t val u ble meBns of e xpense 
control . 
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Cill_FTER VII 
GENERAL COJCLUSIONS 
I n conclusion, it woul d be remiss indeed n ot to 
comp limen t the retail industry for its attributes , having 
alre ady criti c ized it for :1. ts shortcomings . To the author's 
mind , t here i s one char ~cteris t ic of the indus try which should 
be cop i ed b T every other indus try in ~-me rica . • • The gre8.t 
interchangi ne; of information among compe titors for the con-
sQmers1 dollars. P~nually meny stores contribute data to 
both the Controller' s Congress of t he National Retail Dry 
Goods I. ssociation m'ld the Earvard Graduate School of 
Bus i ness Adminis tr ation . In return , t hey receive as do even 
non-contri butoPs, information about sales, marg i ns , exp ense s 
aY'.d p rofits f or mmy other s tor>es . The Harvard studies deal 
exclusively with operating re sults end center mos tly on 
productivity co s ts for pe rsonnel End spe.ce, credit dat a , a 
breakdown and analysis of expenses. The Controller's 
Congr ess divides its stores i n t o six value groups (fo r 
department stores alone) , t wo va.lue g roups for department 
nn s p ecialty stores tosether, and only one _roup i ng for 
speci e.l ty stores alone . 
Th ese merchandi s i JDg end ope ratj_ng results, p re-
sented for each of t he six categories , include g ro ss mar g in 
as a perc ent of sales, the aver~ge gro ss sale for the year , 
s a les retu r·ns as a p ercen t of g ro ss sale , sa.les p er square 
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foot of s ellin .· s p s.ce, nutnber of s t ock turns, newsp aper 
eosts a s a pe rcen t of sales , and sal espe op le's sale,r ies as 
e. pe rcen t of s al e s. I t shou l d. be noted tha.t t h is d a t a is 
pub lished for each depa.r t men t of t he s tore. .ll.l so a v ail e.ble 
i s data on cumul s. t i ve mar kon percentag es , markdovm a t ret ail 
a s a percen t of s 2le s , c a.sh dis count s nd g ro s s mar g i n as 
per cen t ages of sales , sto ck shortag es as a p ercen t of sales , 
workroom n et c ash a.s s. percent of s ales, the r atio o f t his 
year ' s sales t o las t year 1 s , end t he percent ag e of each 
deps.rtmen t' s sales t o the sales of t h e ent i re department 
store. 
As regards non-stati s tical i n formation, the 
Bul letin of the NRDGA c arri es a g reat deal of h elp f ul informa-
tion as to new merchandising tecbniques, new credit p oli c ies, 
the e x periences of fellow membe r s o f t he URDGA , ru1.d t h e 
overall p rosp ects for t he industry . In so far as budg et s.r y 
c on trol is concerned, t his de t c. , both s t a tist i cal an d n on-
stetistical, i s pricele ss . It is true tha t t hese fi g ures 
are onl y medians whi ch cover bro a d g roupings of dif ferent 
and dive r sifi e d s tores . Yet it is still true tha t it p ro-
vides a su pp lemen t t o l a st year ' s re s ults and this year' s 
budg eted fi gures, and a useful st andard against which the 
s to l~ e t s actv..a l experien ce s c an be compared. 
As for the futu re , over l ooking t h e current 
eme r g en cy, the n ext few years ' profi t s wi ll c onfir m the 
adage t hat whatever g oe s up mus t come d own ; the return on 
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' investment vvi 11 continue to f all, a lthough a t a declining 
rate . The future will witness the applic ation of the 
p rincip le s of F . v: . 'l'aylor on e. mu c h wider sc ale than 
hithBrto . Increasin · study wi ll b e devote d to de p artment 
s t ore oper ati ons b y p rofes s ional economists, snd in it c ost 
e.ccounting wi ll find a fertile fie l d for growth . In 
personnel rel a tions, r etailers wi ll adop t the lon g r ange 
viewpoint if their goal s of p r oductivi ty are to be r eached . 
And as f or budg et ar y contr o l --i t wi ll continue t o deve lop 
in depar t men t store operations 1..mtil it more closely 
resembles its counterpart i n m::mufacturing indu str je s i n 
bo th detail and s cop e. 
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